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A Banker's Diary 


THE long-deliberated intentions of the clearing banks to lever up the rates 
earned on loans and overdrafts were crystallized last month in a sudden blaze 
of publicity—which, to the banks, was certainly unwelcome. 


Higher The banks’ concern at the ever-mounting pressure of costs— 
Advances_ a pressure analysed at some length in a special article in THE 
Rates BANKER last February—had led them to launch, some months 


ago, a joint exploration of the various possibilities of aug- 
menting revenues. These discussions between the clearing banks had ranged 
over the whole field of rates and charges, and had not been confined to the 
specific issue of advances rates that attracted last month’s publicity. As was 
to be expected, however, much more headway was apparently made on this 
issue than on the intricate and intractable problem of charges for services. It 
will be recalled that, in the matter of charges for services performed on behalf 
of foreign customers or banks abroad, the clearing banks agreed three years 
ago upon a carefully-drawn tariff of uniform rates—in effect, a cartellised 
system of charging. But, even if the services rendered to domestic customers 
were susceptible of similar definition and categorization, any proposal to adopt 
a uniform and published schedule of rates would not find unanimous support 
in the banks; they regard foreign business quite definitely as a special case, 
so that the admission of the cartel principle there is not deemed to have set 
any precedent. In the sphere of domestic service charges, therefore, the search 
for any common approach that would be free from these objections of principle 
and practice has so far not been fruitful. The problem of raising interest rates 
on loans and advances was much less inherently difficult, but every care was 
being taken to avoid any suggestion of detailed concerted action or attempted 
standardization of rates. Within these limits, however, a general understanding 
seemed within reach, and by early last month had attained the stage of recom- 
mendation to the Clearing Bankers’ Committee. 

At this juncture, the Midland Bank took its fellows by surprise by pro- 
ceeding to launch the policy of raising rates, by transmitting definite instruc- 
tions to branch managers in the form of a “ pre-half-yearly balance ” circular. 
The Midland Bank was, of course, entirely free to take this action; but, unfor- 
tunately, the Press reports of it jumped to the conclusion that the circular was 
an agreed document intended to serve as a basis for uniform action by all the 
banks. This was not only incorrect, but also gave, quite unjustifiably, pre- 
cisely the impression that the banks had been so anxious to avoid. Moreover, 
the Press report had stated that the increase in rates would amount to “ about ’ 

I per cent. In face of this unhappy situation, the Clearing Bankers’ Com- 
mittee had no alternative but to make up their minds quickly and to issue, 
not merely a denial, but also a positive statement of the essence of the policy 
they had been maturing. This statement deserves textual quotation— if for 
no other reason than its “curio ”’ value, for a common pronouncement on 
such an issue as this is without precedent, at least for recent times. The 
statement read: 
Certain sections of the Press have stated that it is the intention of the Banks to 
increase interest rates to borrowers by 1 per cent., a statement which is entirely 
maccurate. 
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It is contemplated that in view of present monetary conditions and the ever- 
increasing running expenses modest increases of } per cent. and } per cent. should 
be made in cases where the lending rate is comparatively low, but this is a matter 
which will be dealt with domestically by each Bank with its own customers and 
not by general application. : 

The Clearing Banks have refrained from increasing charges generally except in a 
modest degree but under present conditions some increase is unavoidable. 

The public may regret that this still leaves the individual customer in con- 
siderable doubt about how he is likely to be afte cted. But, in fact, they ought 
to find this a source of consolation—for this “ concerted "’ action is just about 
as loose and flexible as any form of common approach could well be. The 
vagueness reflects not only the fact that the Committee was jostled into 
making a statement but also the fact that it was always intended that individual 
bankers, after the understanding had been finalised, would implement it in 
their own time and way. The new policy does evidently imply, however, that 
the banks will in general be guided by the precept, notably acknowledged during 
the war, that competition between them will be “ on service rather than on 
rates ’ 


Nor unnaturally, the unexpected publicity given to the effort to raise advances 
rates, which otherwise would probably have proceeded a good deal less obtru- 
sively, has served to reaffirm the growing expectations of a 

Reinforcing more decided trend towards dearer money. On the Stock 

Disinflation ? Exchange, the effect was to provoke (in combination with 

the fears aroused by events in Persia) a further easing of 
gilt-edged values, many of which are now perceptibly below the lowest points 
touched during the more dramatic slump of 1949. Earlier in the month, Press 
discussions of the case for a more aggressive monetary policy had produced a 
notable weakening of the short bond market. In the circumstances, it is 
important to emphasize that this move by the banks does not reflect any 
change in the policy of the monetary authorities themselves; there is no 
reason to suppose that they are any more disposed now to take action to raise 
rates deliberately than they have been in these past twelve months. Some 
people might argue, indeed, that, as bank advances rates are now to be raised 
without necessarily causing disturbance of other banking and money market 
rates, the authorities are even less likely than before to take positive steps 
towards tighter money. On a rather superficial view, it could be contended 
that an arrangement whereby advances rates rise while rates for floating debt 
remain pegged is well suited to the Treasury’s needs. 

Certainly it is true that the higher rates should tend to reinforce other 
restraints on demands for bank advances. It would be quite wrong to suppose, 
however, that the disinflationary effect of a rise in advances rates contrived 
by the banks for the support of their revenues can be anything like as great 
as the effect that would be exerted by a similar rise impelled by official monetary 
policy. As it is, the banks have every incentive to increase their advances s0 
long as they can do so with safety and within the terms of the official directives 
and there is, under the present system of official control, a virtually automatic 
release of bank cash to support any advances that the banks decide to make. 
Moreover, their incentive to expand them will actually be increased as the 
margin between advances rates and the low returns from floating debt widens 
still further. None of these conditions would obtain if advances rates were 
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rising in response to the pursuit of a tighter credit policy by the monetary 
authorities, for in those circumstances the banks would be seeking to protect 
their rate margins on the one hand and the pressure upon their reserves on the 
other. It remains true, however, that this new policy of the banks has been 
made possible only because official policy has allowed the pressure of demand 
to exert its natural effect upon the gilt-edged market and upon some other 
interest rates. Even in the absence of any initiative from the authorities, the 
tendency towards dearer money seems likely to become more diversified. 


THE 1948 foreign charges agreement has also been recently under 
discussion among the banks. The clearing banks are to put into effect 
a revised schedule of charges in the middle of this month. 
Foreign Among a number of revisions, by far the most important 
Charges will be an increase in the minimum rate for acceptances, 
Agreement which was fixed at 15s. per cent. per annum in 1948, and is 
now to be 24s. per cent. per annum. The market discount 
rate for first class three months bank acceptances is at present only 11/16ths 
per cent., so that, even when allowance is made for the United Kingdom bill 
stamp of Is. per cent. flat, the mounting volume of overseas demand for financial 
facilities in London is still being satisfied at very cheap rates. The merchant 
banks and the London offices of overseas banks, although they gave their 
blessing ‘‘in principle’ to the agreement in 1948, have never been actual 
parties to it. Despite this, the banks’ arrangements have, on the whole, worked 
very smoothly—certainly more so than many people expected three years ago. 
So long as the market for provision of finance to overseas customers remains a 
sellers’ market—as it clearly is at the moment—there is no reason to suppose 
that the revised agreement will work any less satisfactorily for the banks. 


THE increased cost of living is now exerting an evident effect on money-holding 
and saving habits. This year’s ‘‘ summer holiday ’’ increase in the fiduciary 
issue had to be authorized on June 12, a fortnight earlier than 
Currency in 1950, and it has hoisted the total issue to £1,400 millions 
and for the first time since February, 1948. Last year’s equivalent 
Dis-saving increase-—by {£50 millions to £1,350 millions on June 28, 1950— 
could not be cancelled when the holiday season was over, and 
a similar fate may well attend this year’s increase. Ever since Korea a general 
increase in the demand for notes seems to have been superimposed on customary 
seasonal movements in the active issue. The seasonal low in the active circula- 
tion last October, for example, was £1,273 millions, compared with £1,259 
millions in 1949 and £1,231 millions in 1948; the seasonal low last January 
was {1,282 millions, compared with £1,246 millions and £1,225 millions in the 
preceding two years, and the rise between end- -January and mid-June this 
year was £59 millions, compared with a rise of £46 millions in the equivalent 
period of 1950 and £58 millions in that of 1949. The evidence, such as it is, 
suggests that last month’s early rise in the fiduciary issue was due to steady 
upward pressure on money -holding habits rather than to a rush of early holiday- 
makers in this festival summer 
Meanwhile, in the first two months of the financial year, the National 
Savings movement showed an excess of withdrawals over receipts almost 
exactly equal to that in the equivalent period of 1950. This has happened 
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despite the fact that the offer of new certificates with the higher rates of interest 
has increased purchases of savings certificates to a recent average of about 
£44 millions a week, or between two and three times their average level this 
time last year; purchases of defence bonds, at about {1 million a week, have 
increased by much the same proportion. This does not mean, of course, that 
purchases of the new certificates and bonds have been wholly financed by 
switches out of other national savings media. What it probably does mean 
is that, in the absence of the new schedule of interest rates, the movement 
might now have been showing a depressingly large rate of weekly deficit. It 
is in the high rate of withdrawals from national savings that the strain of the 
rising cost of living—and of the forestalling purchases of goods that fears of 
further price-rises have provoked-—can most clearly be seen. 


THERE is mounting evidence that the British balance of payments is now back 
into the red, following the spectacular surplus achieved in 1950. Figures are 
now available for the overseas trade of the United Kingdom 

Back into for the first five months of the year. They reveal an excess 

the Red of imports over exports amounting to £402 millions, which is 
greater by £54 millions than the adverse visible balance of 
trade for the whole of 1950. These figures, of course, are those shown in the 
monthly trade returns, which include in import costs freight and insurance 
charges that are largely paid to British firms; last year’s “‘ trade returns” 
deficit of £348 millions was reduced to a real visible deficit of £153 millions 
when a correction was made for this factor—and this was more than compen- 
sated by a surplus of £382 millions on invisible account. But when allowance 
is made for the cost of freight and insurance included in this year’s import 
figures, it still leaves a situation in which other invisible items in the balance 
of payments will have to achieve miracles if the overall figures for 1951 are not 
to show a more serious deficit than the modest figure envisaged in the Economic 
Survey. It may, however, be assumed that the invisible items in 1951 will 
in fact put up an impressive performance. Dividends and profits on overseas 
operations of British companies, ranging from the rubber estates of Malaya 
to the oilfields of the Middle East (though fingers must be kept crossed about 
Persian developments), are likely to break fresh records this year. Shipping 
freights have continued their rise and will yield a bumper “ invisible ”’ harvest 
in 1951. Moreover, the months ahead may provide a slight diminution of the 
adverse balance on visible trade. Certain sensitive commodity prices, including 
tin, rubber and wool, have come back appreciably from the inordinately high 
levels touched in the earlier months of this year. At the same time, British 
export prices are gradually climbing and there is thus some hope that the 
terms of trade may at long last move in Britain’s favour during the remainder 
of this year. 

These reassuring possibilities do not, however, gainsay the fact that the 
balance of payments situation this year is undergoing a considerable change 
for the worse when compared with 1950. Another item of evidence in this 
deterioration is provided by the European Payments Union compensations 
for the month of May. These show that the United Kingdom incurred a deficit 
with other members for the first time. This amounted to £9,681,000, of which, 
in accordance with the cumulative principle on which balances are settled, 
one-half was repaid to E.P.U. in the form of gold, and the other half was 
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est deducted from Britain’s credit position with E.P.U. The other striking develop- 
7 ment revealed by the latest E.P.U. compensation was the emergence of 
his Germany aS a substantial creditor in intra-E uropean trade. Her credit in 
ive May amounted to $81,200,000, out of which the balance of the special credit 
iat put at Germany's disposal earlier this year has been repaid. The emergence 
by of Ge rmany as a creditor in Europe provides part of the explanation of Britain’s 

=n deficit in May and is a portent of the increased competition that British 
nt exporters will have to meet from this traditional rival in the world’s markets. 
It | There has been some tendency to rash over-dramatization of the present 
he | British balance of payments situation, and suggestions have even been heard 
of that before long this country may face another external payments crisis, thus 


continuing the regular two-yearly sequence that has ranged from the Lend- 
Lease suspension crisis of autumn, 1945, through the convertibility crisis of 


- August, 1947, to the devaluation crisis of September, 1949. This reasoning 
re loses sight of the fact that in these earlier crises it was the dollar that was the 
crucial and scarce currency. To-day the sterling area’s dollar account is still 
rs in surplus—as the coming announcement of the level of the gold and dollar 
. reserve on June 30 will probably show. Britain’s balance of payments diffi- 
« culties are reflected in an expansion of liabilities to the sterling area and not a 
he loss of gold and dollars. As long as the rest of the sterling area is prepared to 
- accumulate sterling balances there will be no balance of payments crisis— 
though that is not equivalent to saying that such a development is one that 
” can be accepted without a qualm. 
n- 
ce 


Last month’s issue of THE BANKER noted that the clearing banks’ statement 


: for April had shown “a sharp—though probably temporary—reversal of the 
t trends noticeable in earlier months this year”. The May 
s. Fall in statement of the clearing banks confirms that this reversal was 
" Bank temporary indeed. In April, it will be remembered, net 

Deposits deposits had risen by no less than {111 millions, despite the 


fact ~ advances had risen by only £12 millions; the main 
reason for the rise in deposits had therefore been the unseasonably large 
May, Change on 


1951 Month Year 
£m. £m. £m. 


Deposits i a aie 6148.8 + 19.0 + 302.1 
“ Net '’ Deposits * ‘ a 5848.2 — 70.6 + 199.2 


/o i 
Cash... im pa sa - 503.6 (8.19) - 16.0 


SIS OD et TD 
ie tenia 
~- 
\ 
a 


+ 21 
* Money Market Assets ca a 1797.2 (29.2 - 61.3 + 62.1 
4 Call Money a nk ree 570.8 (9.3) + 12.1 + 32.9 
‘I Bills ie ue si 55 1226.4 (19.9) - 73.4 + 29.2 
‘ Treasury Deposit Receipts .. se 269.0 (4.4) —- 26.0 —- 95.0 
e Investments plus Advances .. iu 3348.5 (54.5) + 29.4 + 207.9 
S Investments a ay 5d 1555-7 (25.3) + 2.1 + 52.8 
; Advances = sia 1792.8 (29.2) + 27.2 + 155.1 


“After deducting items in course of collection. + Ratio of assets to published deposits. 


» | merease—by fully {100 millions if the rise in clearing banks’ cash holdings is 
; included—in central Government borrowing from the banking system. In 
S May, however, net deposits fell by £70} millions, and central Government 
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borrowing from the banking system (on the definition used above) declined by 
no less than {103 millions. In April and May together, therefore, net bank 
deposits rose by just over £40 millions, of which the rise in advances accounted 
for just over £39 millions; in the same two months of 1950, net deposits had 
risen by just over £61 millions and the rise in advances had been just over {44 
millions. The banks also added £53 millions to their investment portfolios in 
April and May this year, while last year these portfolios had remained virtually 
unchanged. 

In the first two months of the financial year 1951-52, therefore, the Govern- 
ment’s seasonal need for domestic finance has apparently been counterbalanced 
by its receipts from the sterling counterpart of the external deficit and from 
the increase in the active note circulation. The credit needs of the private 
sector of the economy have, however, continued to push net bank deposits 
upwards. Since January, bank advances have risen by some £152 millions, or 
by £30 millions more than in the whole of 1950. The ratio between advances 
and total assets has already struck a post-war high at 29.2 per cent. and, 
despite the coming rise in lending charges, it will be surprising if it does not 
mount higher still in the months to come. 


THE Bank of London and South America announced this month that, subject 
to a permission and approval of terms by the Capital Issues Committee, it 
intends to raise new capital by an issue of 202,000 shares of 

Increases {5 each, to be offered to existing stockholders in the propor- 


in tion of one new £5 share for every £20 of stock held. As briefly 
Banking reported in THE BANKER last month, Hambros Bank recently 
Capital raised {2,250,000 of new capital; its issue was also by a 


rights "’ offer to existing share -holde ‘rs, of a million £1 shares 
at {2 5s. each. These two issues both spring from the same immediate cause 
—the great expansion in business caused by the rise in commodity prices. The 
Bank of London’s current deposits rose by over 63 per cent., to £112 millions, in 
the last three months of 1950 alone—and this in a period usually characterized 
by seasonal withdrawals. Hambros Bank's deposits rose by over 45 per cent. 
to nearly £49} millions, in the year to end-March last. In both the differs 
spheres of banking in which the Bank of London and Hambros are engaged, ret 
ratio between capital resources and commitments is perhaps of more significance 
than it is in purely domestic banking; indeed it is noticeable that in som 
foreign countries, including Latin American countries, Government credit 
controls often relate a bank’s permissible lending activities to the volume of 
its registered capital. 

A capital operation of an entirely different sort—one that did not involve 
the raising of new money, but that did hold out a promise of advantage to 
shareholders—was announced by the Union Discount Company last month. 
This house has received Treasury consent for the capitalization of £1,283,333 
from its share premium account and the issue of 1,283,333 ordinary shares of 
£1 each to existing shareholders, in the proportion of one new share for every 
£3 of stock held. These new shares will rank pari passu with existing shares 
for the interim dividend to be announced in the coming month, and share- 
holders, whose dividend rate has been unchanged at Io per cent. since 1937 
while their company has built up substantial reserves, now have the prospect of 
a moderate increase in the amount (though not, of course, the rate) distributed. 
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The Case Against Revaluation 


Tite debate on the Economic Commission for Europe’s recommendation 





that sterling and other West European currencies should be hoisted to a 

higher dollar parity has held the centre of the iiternational financial 
stage in the past month. In the succeeding article of this issue of THE BANKER, 
a special correspondent puts forward the case for a higher sterling rate, and 
supports it by a reasoned analysis of the complex effects on world trade and 
prices that revaluation would be likely to bring in its train. The arguments 
that are put forward by the sponsors of revaluation—on the grounds of short- 
term national gain and of social expediency—are certainly formidable, as is 
instanced by the growing number of distinguishe d economists who have come 
out in its support. But it is important, w hen conside ‘ring their case (and also 
when considering the arguments for and against~a “ flexible’ sterling rate, 
discussed in the third article of this issue) to remember the hypotheses on which 
this whole debate is based. 

The essence of the case for revaluation, in the eyes of its advocates, lies in 
the effect it would exert on world prices. After revaluation, it is argued, the 
dollar prices of the commodities that America buys from the sterling area 
would be likely to rise only moderately, and the sterling prices of those com- 
modities would therefore be likely to fall. This would afford a check to the 
rising cost of living in the revaluing countries, and it would also bring down 
sterling prices of raw materials relative to sterling prices of manufactured 
goods. The E.C.E. and the other advocates of revaluation believe that the 
relative prices of raw materials and manufactured goods are at present “ out 
of line with their relative scarcity values ’’, and would therefore welcome this 
shift in the overall price pattern for its own sake. 

The E.C.E.’s prescription, in other words, is one for reducing present price 
distortions within the revaluing countries. The object of revaluation, as they 
see it, would not be to affect the balance of payments between the dollar 
countries and the non-dollar world. In their eyes the dollar—or, rather, its 
present gold value—is simply the necessary peg about which Britain, the 
sterling area and most of the transferable account countries could, for reasons 
of internal convenience, allow the exchange value of their currencies to swing 
more or less freely. But, together with other sponsors of revaluation, they do 
point out, largely as an afterthought, that the immediate effect of this 
manoeuvre on the dollar balance of payments of the revaluing countries would 
not necessarily be adverse. While the dollar prices paid by the United States 
(and other non-revaluing countries) for imports of raw materials would be 
likely to rise moderately, the dollar prices charged for American exports should 
not be immediately affected—not, at least, appreciably. - The resultant redue- 
tion in American export prices in terms of sterling currencies might be accom- 
panied by a rise in sterling area demand for American exports—but, since that 
demand is circumscribed by exchange restrictions and (for the duration of the 
rearmament programme) by the probable non-availability of many American 
supplies for export, the net effect should be a further diminution of America’s 
export surplus. It is clear from Mr. Snyder’s adverse comments on the E.C.E. 
report last month that the American Government agrees that this would be 
the probable course of events and foresees, with justifiable resentment, the 
stresses that it would set up. 
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EFFECT OF REVALUATION ON BRITAIN 

\lthough the effect of revaluation on trade between the dollar and non- 
dollar world might, in the long run, constitute the most important objection 
to a change, it will be convenient to discuss first the virtues of revaluation as 
a means of easing the strain of rising domestic prices within the revaluing area. 
In this context, the likely effects of revaluation on the United Kingdom itself 
were briefly discussed in an editorial note in THE BANKER last month. On the 
assumption that the sterling prices of raw materials would fall more than the 
sterling prices of manufactures, there would, of course, be an improvement in 
Britain's terms of trade. It is important to note, however, that this improve- 
ment would be chiefly an expedition of something that is likely to happen 
gradually in any case and not a magic rabbit that revaluation would pull out 
of a hat. The supposition on which all recent analysis, including that of the 
E.C.E., is based, is that, in the absence of revaluation, raw material prices will 
now at ‘least tend to flatten out while the prices of manufactured goods will 
continue to rise—if for no other reason than that the latter have still to absorb 
the increases in costs caused by the rises in raw material prices last year. By 
the end of this year, a given volume of British imports should require for its 
support a rather smaller volume of exports than is needed now; the argument 
that revaluation would “ improve the terms of trade ”’ is largely an argument 
that it would jerk prices immediately to their genuine “ scarcity values ’’ and 
thus cut this process short. 

In doing so, however, it would have an important effect on the distribution 
of incomes—and one that would cause a direct transfer of command over 
resources from likely savers to spenders. If Britain’s terms of trade improve 
between now and the end of the year as a result of a rise in export prices, this 
improvement will show itself largely in a rise in exporters’ profits; but if 
Britain's terms of trade are improved immediately by revaluation, the improve- 
ment will show itself in lower prices in the shops—and thus in a direct subsidi- 
zation of increased consumption. Even in the act of expediting an improve- 
ment in Britain’s terms of trade, revaluation would therefore seem likely to 
cause some transfer from saving to spending. This transfer is in addition to 
that which, as the succeeding article admits, would result from the actual fall in 
profits that revaluation would bring to British exporters to the dollar area. 
The profits of raw material producers in the sterling area (and in other revaluing 
countries) would, of course, be similarly affected ; in fact, the fall in raw 
material prices that the would-be revaluers count upon to improve Britain's 
terms of visible trade would be heavily offset by a deterioration in “‘ invisible ” 
receipts, through the decline in British residents’ share in those profits and in 
income from ancillary services such as banking and insurance. Here, again, 
much of this loss would be accompanied by a transfer from savers to spenders. 
Finally, revaluation might also, in the early stages at least, have a depressive 
effect on the profits of industries at present making up goods for the home 
market from raw materials bought at peak price levels. 

The conclusion that emerges from all this is that the net effect of revaluation 
would be, on the one hand, to permit a small, and once-for-all, increase in the 
total supply of goods available for domestic use in Britain (as a result of 
expedition of the expected improvement in the terms of trade) and, on the 
other hand, to cause a large concurrent increase in domestic demand. Unless 
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this excess of demand were promptly mopped up by retrenchment in Govern- 
ment expe nditure,* revaluation would therefore be inflationary, in the worst 
sense of the word—it would suck towards domestic consumers resources that 
are badly needed for the rearmament programme and domestic capital forma- 
tion. That is to say, the additional consumers’ demand set free by the easing 
of domestic prices would swallow up the whole of the extra real resources 
released by the better terms of trade and, beyond that, would encroach upon 
the capital programmes. 

It may be true that the effectiveness of Mr. Gaitskell’s present policy of 
relying on price increases to cut consumption, a policy that is described with 
all its concomitant difficulties in the succeeding article, will be whittled down 
by political weakness or misunderstanding (for example, by a misplaced 
tighten ing-up of ye controls and by more liberal wage concessions than those 
assumed in the Government’s earlier calc ulations). The natural brakes on 
wage pressure, through sheer inability of industry to meet the demands, are 
admittedly much weaker than they would have been had the budget been as 
yenuinely disinflationary as Mr. Gaitskell supposed. But can any realistic 
observer of the political scene honestly suppose that a policy of Government 
retrenchment would stand even an equal chance of being quickly imposed and 
made effective ? Even if there were not serious external arguments against 
revaluation—arguments that are summarized below—the case for revaluation, 
regarded purely as a means of casing the strain on domestic prices, cannot be 
substantiated. The case for unilateral revaluation by some individual overseas 
sterling area countries may be stronger—but this is precisely because their 
current economic position is diametrically opposite to that of the United 
Kingdom. Many of these countries have an “ orthodox ”’ reason for revalua- 
tion ; unlike the United Kingdom, they have a large external surplus on 
current account and revaluation should tend to damp down the excess of 
internal demand caused by booming exporters’ incomes. 


THE AMERICAN REACTION 


The argument that the sterling area and other former soft currency countries 
could, by a revaluation unaccompanied by the lifting of import restrictions, 
gain some temporary advantage over the dollar area has not been more than a 
subsidiary feature of most reasoned statements of the case for revaluation put 
forward on this side of the Atlantic. But American observers, and the American 
Government, have quickly jumped to the conclusion that it is the main motive 
behind the whole agitation, which they seem to regard as a dark plot for post- 
poning to the Greek Kalends that happy accession to a world of “ non-dis- 
criminatory and multilateral trade’’ that the sterling countries—and other 
signatories of the Bretton Woods and G.A.T.T. agreements——were supposed to 
try to achieve by 1952. There is some excuse for this American reaction. For 
it cannot be too strongly emphasized that the arguments for raising the value 
of sterling against the dollar are not orthodox arguments of the market place. 
Nobody suggests that the dollar is now such a plentiful unit of currency that 








* The other theoretical alternative, increased taxation, ought to be ruled out in any case, 
because any increases from present penal levels would inevitably be largely offset by drafts on 
savings and by other wastages—and this is especially true of the kind of taxes likely to appeal 
to the present Government. 
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it is not worth paying 7s. 2d. (or 7s. 2d. worth of soft currencies) for it. Insofar 
as the sponsors of re La teorths pay any attention to the direct significance of 
the sterling-dollar rate at all, their argument is simply that, for the short 
spell of the rearmament boom, the Americans would probably go on injecting 
into the sterling countries sufficient dollars to meet the present level of effective 
demand—as limited by the draconian system of import restrictions——even jf 
the sterling price of dollars dropped to 6s. 6d. or even less. 

The reasons for the increased strength of sterling’s bargaining power— -in 
this highly artificial sense of the term—seem, moreover, to be purely te mporary, 
Perhaps the main virtue of the devaluation of 1949—apart from the fact that 
it put an end to bear speculation against sterling—was that it trimmed sterling 
area demand for dollar imports w ithin the intended bounds of e xisting exchange 
restrictions, whereas before devaluation it had either lapped over or, more 
frequently, driven a straight breach through them (as with the Asian dominions’ 
imports of dollar capital equipment at the bargain prices then obtaining), 
Since 1949, however, American demand for ste rling area raw materials has 
greatly increased, while sterling area demand for American goods has continued 
to be contained within the former system of import control; indeed, since 
Americi an mé unufacturers’ prices have tended to rise faster than British manu- 
facturers’ prices, and since some American capital equipment is being diverted 
from export markets by the rearmament programme and internal b om, the 
restraint on the volume of dollar imports has, if anything, grown more effective. 

[f all this had happened without the complicating factor of rearmament, it is 
clear what policy the sterling area and other former soft currency countries 
should have been following now. There would have been an unanswerable 
case for honest response to the International Monetary Fund’s recent call for 
the abandonment of discriminatory import restrictions. There is wide room 
for conjec ture about what would be the “ equilibrium ”’ rate for sterling under 
the I.M.F.’s postulated conditions of ‘‘ non-discriminatory and multilateral 
trade’. But, since the sterling area must conserve its dollars for essential 
imports of raw materials and food, it is certain that, in the absence of dis- 
criminatory restrictions, the equilibrium rate would have to be one that priced 
the broad mass of sterling area consumers out of the market for American con- 
sumption goods and that priced all but a few sterling area industries and 
development projects out of the market for American capital equipment as 
well. Once the first rush for Packards and so on (some of them “ office cars ” 
bought out of business profits or capital) was over, it is conceivable that the 
present rate, at present price structures, would exercise the required degree of 
restraint over United Kingdom purchases of dollar goods—even if all purely 
discriminatory restrictions came down. It is not so certain, however, that con- 

sumers and industrialists in some of the overseas sterling area countries, with 
their differing degrees of internal disinflation, would be subject to the same 
restraints; a relaxation of exchange control might entice them into a continuing 
dollar import spree, financed by drafts on the sterling balances. And the danger 
of over-buying of dollar goods, at the present or some higher exchange rate, 
would be greater still at times of incipient American recession, when the 
Americans might be more ready than United Kingdom manufacturers to lower 
the prices of manufactured goods, in order to “ push ”’ exports. 

It is for these reasons that the British authorities have always favoured a 
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cautious approach to the abandonment of exchange restrictions—a caution 
that has sometimes looked to the outside world as little more than nervous 
torpor. In this context, the attitude of the authorities in the altered circum- 
stances since Korea seems to have been to argue, first, that this time of crippling 
economic uncertainties is no time to court another great uncertainty by 
throwing open to sterling area consumers a market from which they have been 
debarred for twelve years; and, secondly, that present conditions are so 
artificial that there would be a grave risk in drawing conclusions from them 
about how far the sterling area could strike a balance in “ normal ’’ competitive 
trade with the dollar area. It is not the object of this article to discuss the 
wisdom of this attitude; that is a subject that may have to be faced in some 
detail as and if the I.M.F.’s promised “ consultations ’’ with Britain on its 
obligations under the Bretton Woods agreements make progress. But it does 
seem important that a move towards overcoming the one major dislocation 
in international trading relationships that still persists—the split between the 
“dollar ’’ and “ soft currency’ blocs—should not be prejudiced by an up- 
grading of the currencies now sheltered by restrictions to the most profitable 
exchange rate that their present systems of discriminatory trade could bear. 
Any such upgrading would only make the dangers of lifting discriminatory 
exchange controls more genuine and more obvious. 

Wher n the arguments for revaluation are reviewed in this way they appear 
as little more than arguments for easing internal rigidities within the non- 
dollar world at the cost of a new and major upheaval in international financial 
relationships, for effecting necessary cuts in civilian consumption by means 
other than the price system, and for stealing a march on the dollar area under 
the cover of existing discriminatory exchange restrictions. This, in short 
would be a competitive revaluation of the sort condemned by the Bretton 
Woods agreements. Anyone who disputes that has only to reflect on the fact 
that America could just as reasonably put forward, on these same grounds of 
seeking improvement in her terms of trade and of lowering prices for her con- 
sumers, an equally good (and equally bad) case for upvaluing the dollar in 
terms of sterling. It can, of course, be argued that the I.M.F.’s rules against 
alterations in exchange rates—even those against competitive alterations— 
are too. strict for the post-war world. This argument, however, is not easy to 
substantiate in present circumstances. In the third article of this issue, the 
case for letting the pound go free is discussed on its own merits—and it is 
found that those merits, for a variety of weighty technical as well as economic 
reasons, seem to be very dubious indeed. 

A revaluation to a higher fixed parity now would also be subject to many 
of these special disadvantages of a free rate—for nobody would believe that a 
rate that had been changed twice in less than two years would in future be 
defended with resolution. To these dangers two further major objections need 
to be added—first, the effect of re ‘valuation upon the South African gold 
mining industry and upon the Union’s place in the sterling area; and, second, 
the disincentive that appreciation would exert on new industries seeking to 
fight their way into dollar markets, not to mention the betrayal of those that 
have already done so. When all these considerations are weighed, it surely 
becomes evident that the case for revaluation—even as cogently argued in 
the succeeding article—has to be rejected. 
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The Case for a Higher Pound 
By A Special Correspondent 


associated with it, has suffered in public controversy from the misfortune 

of a hybrid birth. Those who have advocated, or even forecast, revalua- 
tion during the past ten months seem to have rested their arguments on three 
premises that, though closely related, are really of very differing value. The 
latest, and most potent, statement of the case for revaluation—that contained 
in the annual report of the Economic Commission for Europe—is largely free 
from this taint of muddled advocacy; it therefore lifts the debate to a plane 
where it can be seen as a direct and intelligible disagreement between econo- 
mists about which of the many opposing dangers now facing the economies 
of the free world call for most urgent action. But it is still necessary for any 
advocate of revaluation to differentiate clearly between the bad and good 
arguments that have been put forward on his own side, and to stress that he is 
not arguing in support of the easily assailable Aunt Sallies that scme early 
sponsors of a change in the rate set up. 

Among these Aunt Sallies, the most important was perhaps the premise 
that seemed to underlie many of the capital movements of last autumn. The 
argument most freely heard at that time—especially in foreign circles—could 
fairly be construed as little more than a variant of the old thesis that a “‘ strong” 
exchange rate is in some way a symptom of heightened national prestige. Much 
was heard last October of the arguments that “ looking back to September, 
1949, it can be seen that a full 303 Ret eenh. af ihe WaRNe Of She Cumeney same 
not have been given away " and that “ if $2.80 was the right sterling rate for 
the autumn of 1949, it is clearly not the rig sht rate for the post-Korean period ”. 
With these truisms in mind—and with a wary back glance at Sir Stafford 
Cripps’s warning, in his devaluation speech, of a possible subsequent rise in 
the rate (a warning that was largely a tactical manoeuvre in the Treasury's 
battle against the bears)—some foreign speculators fell into the assumption 
that the British Government would revalue sterling as soon as this could be 
done without driving the balance of payments into deficit. They thus laid 
themselves open to the charge of believing that Mr. Gaitskell would prefer an 
appreciation of the exchange rate to a relaxation of exchange controls, an 
increase in British imports, a reduction in taxation, or any of the other desirable 
things that a favourable turn in the balance of payments would (in the absence 
of rearmament liabilities) have allowed. The case for revaluation has perhaps 
taken longer to emerge into “ respectability ’’ than it would have done but 
for the advocacy of its early and muddJe-headed foreign friends. 

The second premise in favour of sterling revaluation, and one that also 
found advocates as early as last autumn, was that an appreciation of the rate 
would protect British consumers from the increase in domestic prices following 
from the rise in import costs. This argument is of a much higher order of 
economic refinement than the “ prestige ’’ argument, but, as an editorial note 
in the June issue of THE BANKER pointed out, it is—unless heavily qualified— 
open to the objection that it ignores the foundations on which Mr. Gaitskell’s 
present economic policy is built. The main import of the statistics in this 


T= case for revaluation of sterling, and of the currencies customarily 
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year’s Economic Survey (which was, of course, drawn up before the 1951- 
Budget) was that incomes available for spending would rise by some i790 
millions in 1951, but that real consumption would have to be cut by {£50 
millions to make way for the rearmament programme; in his Budget proposals, 
however, the Chancellor was able to assume that £650 millions of this infla- 
tionary gap of £800 millions would be bridged by “ automatic ’’ price increases 
and that only {150 millions of it need be bridge d by new taxation. To the 
extent that revaluation would stem this price increase—and to the extent that 
the counterpart of this relief to consumers would be a fall in the undistributed 
profits (that is, the savings) of exporting interests—taxation would have to 
be increased or Government expenditure reduced. This analysis does not, 
however, necessarily dispose of the argument that, in the circumstances of 
1951-52, it will be less painful to impose new taxes (or cut existing Government 
expenditure) than to allow a vicious spiral movement of wages and prices to 
be set in motion. 

The third argument that has been put forward for revaluation is that it 
should help to turn the terms of trade in Britain’s favour—because British 
export prices, expressed in terms of sterling, would fall less after revaluation 
than British import prices. This is in effect another way of saying that the 
relief accorded to British consumers would not be entirely “ financed ” by an 
inflationary fall in the savings of exporters; some of it would be “ financed ” 
by shifting the burden on to foreigners instead. Until the E.C.E. entered the 
lists last month, it is fair to say that this “‘ terms of trade "’ argument was the 
main argument on the “ revaluers’ ”’ side. 


E.C.E.’s ESTIMATE OF PRICE TRENDS 

The most striking contribution made by the E.C.E. to this debate, in the 
British context, was its flat contradiction of the estimates of prospective price 
increases that appeared in the Economic Survey. The E.C.E. believes that, 
in the absence of revaluation, the rise in wages in Britain in 1951 will be much 
swifter than the Economic Survey estimated and that the rise in prices that 
will be necessary to mop this up will have serious social and economic conse- 
quences. It backs this belief by setting the increases in wages and prices 
apparently assumed in the Economic Survey side by side with the increases 
that had actually occurred by March, 1951. Its figures are reproduced in the 
table on the following page. . 

The E.C.E. comments on this table: 

The optimism of the official forecasts emerges clearly from a comparison of the 
two sets of figures. . . . (In earlier discussion) . . . the general observation was made 
that neither the vertical transmission of increases in import prices to consumer prices 
nor the horizontal communication of price increases to commodities with low import 
content had yet worked itself out in most countries. This is certainly true of the 
United Kingdom. Nor can the recent increase in the wages of workers in a wide 
variety of industries yet be fully reflected in retail prices. There can be small doubt 
that, even should import prices rise no further, the rise in the cost-of-living index is 
bound to be very considerably greater than was apparently assumed when the 
Economic Survey was written . . . (and) a rise in the cost of living much above the 
present level could hardly fail to stimulate a second round of wage increases. 


There are three caveats that the sponsor of revaluation must, in all fairness, 
lay before those who try to judge the relative reliability of these two differing 
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expert estimates of Britain’s economic prospects. First, the tone of the E.C.E, 
report suggests that its authors are less willing to see even moderate price 
increases exert their restraining effect on consumption than are the authors of 
the Economic Survey; in fact, the E.C.E. seems, on this and certain other 
issues, to be somewhat to the left of the British Government. Secondly, the 
E.C.E. may have underestimated the lags that occur between import —_ 
and retail prices, and (to a much less extent) between re tail prices and wage 

in post-war British conditions; the Economic Survey specifically stated that 
the rises in import prices and internal costs in 1951 would probably not make 
themselves felt in the shops until 1952. Thirdly, the Economic Survey was 
not published until the beginning of April and its authors must have had access 
to most of the information contained in the E.C.E. report when they passed 
the Survey’s final draft; to a considerable extent, therefore, the E.C.E.’s 
estimates represent a flat difference of opinion with the authors of the Economic 
Survey rather than a summary of more up-to-date statistics. Yet, when 
allowance is made for all these factors, it seems difficult to avoid the conclusion 
that if the Economic Survey’s estimates of price and wage rises prove more 


PERCENTAGE INCREASES IN BRITISH WAGES AND PRICES OVER 
THE AVERAGE LEVELS OF 1950 
Assumptions Implied 


in the Economic Actual Increases 
Survey for 1951 up to March 1951 
Wages ; ahs ri ‘ 7° ea 54t 
Retail prices i “4 NE 74*t ie 5t§ 
Import prices ei i ry 28 “a 
Export prices ea ste a 184 ss 12 
* Average wage-cost per unit of output. + Index of wage-rates. 


t Increase in the average price of all consumers’ goods and services. 
§ Increase in the interim index of retail prices. 


correct than the E.C.E. believes, this will happen only because the full force 
of the shock that E.C.E. foresees for Ig51 may be postponed until 1952. 

It may be noted here that the E.C.E. is not alone in criticizing the Economic 
Survey's conclusions about price and wage trends. In a careful article in the 
May issue of the Bulletin of the London’ and Cambridge Economic Service, 
Dr. A. R. Prest also cast doubt on the official estimates—and did so before the 
E.C.E. report was published. Dr. Prest’s conclusion was that: ‘‘ It may even 
be that we should think in terms of weekly earnings being of the order of 
12-13 per cent. and prices 9-10 per cent. higher in 1951 than in 1950 ”’ 


CONSEQUENCES OF A SPIRAL MOVEMENT 

If it is true that the Economic Survey’s estimates about price and wage 
increases were too optimistic—and in the absence of a comprehensive official 
reply to the E.C.E.’s arguments, most informed observers now seem to accept 
that they were—a serious “ vicious spiral” situation could arise in Britain 
when the increase in import costs really works its way through to the shops. 
The most evident danger of such a spiral is that the Government might then 
be induced to turn away from Mr. Gaitskell’s policy of rearmament finance 
(that of allowing price increases to mop up the excess of consumer demand)— 
but without substituting any other policy in its place. There are signs indeed 
that this is happening already. Some of Sir Hartley Shawcross’s recent obiter 
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dicta on the need for price control could certainly be read as indicating that 
the Board of Trade is not averse to a policy that would seek to make price 
increases lag slightly behind wage increases—apparently oblivious of the fact 
that such a policy would merely transfer the effects of inflationary pressure 
from the price mechanism to drafts on exchange reserves or on stocks and to a 
drag on resources that should be diverted to the rearmament effort. If the 
E.C.E.’s estimates of price trends are even approximately accurate the political 
impetus towards such a system of controls might be irresistible. In other 
words, the Government might well be driven to a policy that would have all 
the evil features that would follow from a revaluation that was unaccompanied 
by supporting fiscal measures—but none of the advantages that revaluation 
would bring by easement of the terms of trade. 

It would be wrong to suppose, however, that the case for revaluation of 
sterling to check price increases rests simply on the assumption that the 
British Government will otherwise merely seek to check price increases by 
other and less effective means. For there are good grounds for arguing that 
if a spiral movement of the sort foreseen by E.C.E. did threaten, then the 
Economic Survey policy of allowing prices to wreak their effect in cutting 
consumption should be abandoned. The social consequences of a rat race 
between wages and prices—with the devil taking those that are hindmost in 
wage bargaining organization—would be as lasting as they would be painful. 
The E.C.E. report, in a detailed exposition of this argument, pointed out that 
one of the main reasons why Britain (and with it the Scandinavian countries 
and Holland) had been able to push production towards its maximum level 
and to maintain reasonably efficient capital markets since the war was that 

“they have never experienced in recent times a serious and progressive 





weakening of public confidence in the value of money ’. It concluded, however, 
that if the wage-price spiral continued to mount “ there is a risk that these 
countries will lose . . . this great advantage . . . which they have enjoyed rather 


longer than price developments over the last decade have justified ”’ 

The E.C.E. argued therefore that there should be abandonment of the 
policy of using price increases as the main means of cutting consumption to 
make way for the rearmament effort and that this should be replaced by 
measures that would include: 

A fiscal policy aimed both at offsetting in creased defence expenditure by increased 
taxation and at preventing undue inflation of profits ; an investment policy, com- 
bining fiscal and credit measures with direct controls, designed to curb capital 
outlays of a non-essential nature and combat the hoarding of raw materials and 
other goods ; and a national wage policy which, subject to such minimum further 
adjustments as equity may require, places an agreed moratorium on further general 
wage increases until there is time to put into effect and test the price stabilization 
policy as a whole. 


Observers with rather less left wing tendencies than the E.C.E. seems to evince 
might prefer to substitute for “‘ increased taxation ’’ a “‘ reduction in Govern- 


ment expenditure on non-defence projects '"—without differing from the general 
tenor of these conclusions. 


REVALUATION AND THE TERMS OF TRADE 


There remains the question of how far revaluation of sterling would bring 
teal relief to Britain—by improving her terms of trade and thus making it 
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possible to divert to rearmament or to supplying the domestic market resources 
that would otherwise have had to be used for the export drive. There seems 
little doubt that prices of British exports at the moment reflect true scarcity 
values much less accurately than do the prices of British imports. This is an 
inevitable consequence of the different conditions under which manufactures 
and primary goods are bought and sold. To quote the E.C.E. report again: 


In the case of most primary goods, an excess of demand over supply ts imme- 
diately reflected in a rise in prices, while in the case of manufactures it is more 
typically reflected in lengthening order books and increased delays in delivery, 
Nevertheless, prices of manufactures will catch up in time in response to both rising 
production costs and increased demand. The question is whether it may not be 
preferable to try to cut this process short by currency appreciation, holding domesti: 
price levels as stable as possible, rather than by the vastly more disturbing process 
of letting internal inflation in Europe run its course. 


What would be the likely consequence for British import prices if all the 
countries that devalued in September, 1949, were now to appreciate to or 
towards their old parities with the dollar? In the case of British imports 
from the dollar area, the fall in the sterling price should be broadly equal to 
the extent of the revaluation; the only breach in this principle should be for 
those American goods whose dollar prices might rise as a result of increased 
foreign demand—and there cannot be many of these. In the case of British 
imports of many sterling area raw materials, too, the fall in the sterling price 
might be little less than the extent of the revaluation; the dollar prices of 
these materials would seem unlikely to rise substantially—partly because their 
existing dollar prices probably adequately mirror scarcity values and partly 
because the American Government might be induced to make more use of its 
monopoly buying power, a power that could be a very potent factor in keeping 
prices down on world markets. The main class of British imports whose 
sterling prices would be unlikely to fall would be imports of manufactures from 
other O.E.E.C. countries, most of which would revalue with sterling. 

The E.C.E., after making a detailed review of European import needs, 
suggested that the fall in European import prices could be as much as two- 
thirds the extent of any revaluation decided upon; thus, if Western European 
and sterling area currencies were appreciated by 30 per cent., the E.CE. 
believed that European import costs would tend to fali by about 20 per cent. 
For individual European countries it estimated that the fall would be 
somewhat smaller than this: after making allowance for the fact that local 
currency prices of imports bought by one European country from another 
might be little changed, the E.C.E. suggested that the relief accruing to indi- 
vidual European countries might be about 50 per cent. of the extent of the 
revaluation. For Britain, however, whose intra-European trade accounts for 
only a relatively small part of total trade, one suspects that the net benefit 
might be rather larger than for the average European country. If E.C.E.s 
assumptions about the general impact of revaluation on world prices are 
approximately correct, therefore, they would seem to suggest that a 25 per 
cent. revaluation—to a cross-rate with the dollar of $3.50—might lead toa 
cut in British import costs of rather more than £400 millions a vear below the 
projected 1951 import programme of £3,200 millions. 

To the extent that sterling prices of British exports would be maintained 
after revaluation, the whole of this (very tenuously estimated) fall in import 
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costs should be regarded as a net gain to the economy. To the extent that 
sterling prices of exports would have to fall, however—and to the extent that 
the result of this would be a decline in exporters’ undistributed profits or savings 
—there would be an offsetting disadvantage from revaluation; it can justly 
be argued that the E.C.E. report tended to make too light of this point. But 
it seems probable that most British export prices are at present still sufficiently 
low to be able to absorb a moderate revaluation without difficulty (though 
possibly not a re ‘valuation as high as 25 per cent.). They have been kept low 
partly because exporters have been unwilling to “ profiteer ’ "at the expense 
of overseas Customers (knowing that, if they did, wages might have to follow 
profits, and then would not come down if markets turned competitive) and 
partly because of difficulties inherent in their past acceptance of long-term 
contract prices (which seem usually to be expressed in sterling). Revaluation 
could mitigate both these difficulties. = 

It is also worth noting here that revaluation should increase the present 
rate of growth in the sterling area’s gold and dollar reserves. As has been 
explained above, the dollar prices of sterling area raw materials would be 
likely to rise—though probably only slightly—and the volume of American 
imports of these materials would be unlikely to show any prolonged conse- 
quent fall. It is true that revaluation might bring certain sterling area 
countries back into the market as would-be importers of those items of American 
capital equipment that they suddenly found they could do without when 
devaluation made such equipment exorbitantly expensive. But, in the short 
term at least, the availability of such American goods for export is likely to 
be very limited. The main impediment to dollar earning that might be set 
up by revaluation would be that it could serve as a disincentive to British 
exporters of consumer goods to try to sel] in hard currency markets—especially 
if they faced a booming demand at home. Controls that direct consumer goods 
into exports have, however, been among the most effective physical controls 
in post-war Britain, and even if new controls of this sort had to be implemented 

including, perhaps, a return to clothes rationing—this would seem to be 
a small price to pay for revaluation’s other advantages. 


OTHER ARGUMENTS FOR REVALUATION 

Two other criticisms sometimes levied against proposals for revaluation 
remain to be considered. The first of these is that if sterling was revalued 
now, there would be intensive speculation against the pound once the 
hot war cooled—since the cross-rate with the dollar that would be “ appro- 
priate’ now would be most inappropriate for conditions of even minor 
American recession. The short answer to this is that if the rate remains 
pegged at its present level, the disparity between British and American 
prices will work itself out through slow British cost inflation. Since earnings 
and prices in times of recession are likely to be less flexible in Britain than 
they are in America, this argument suggests that sterling might find itself 
over-valued in relation to the dollar once the present emergency passed, even 
ino revaluation took place. The E.C.E. believes that the answer to this 
problem of speculation would be a flexible exchange rate policy—with power 
given to the autherities to baulk the bulls or squeeze the bears by day-to-day 
changes in the rate if required. 
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Another argument that has been put forward against revaluation is that 
it would generate considerable political bitterness. It is true that both the 
[International Monetary Fund and the United States Government have 
strongly criticized the E.C.E. report; the I.M.F. plainly regarded it as poaching 
on their own ground, and Mr. Snyder, in effect, stigmatized the E.C.E. report 
as counsel to gouge American consumers by making them pay more dollars 
for raw materials. It is difficult to believe, however, that either the I.MF. 
secretariat or the American Government would be united in opposition to 
revaluation if it became clear that it was the only alternative to a price infla- 
tion that would gravely hinder the attainment of Western Europe's rearma- 
ment programme. In sterling area countries a British decision to revalue 
should be generally welcomed as an aid to local anti-inflationary programmes 

-although some awkward questions about division of responsibility might 
arise if recourse was had to a a rate; such countries as Australia and 
India, indeed, might eventually be driven to revaluation of their local cur- 
rencies even if ste erling itself does not appreciate. Opposition to revaluation 
would come from South African gold-mining interests—but a strong case can 
be made out for the thesis that too many scarce resources (especially mac hinery- 
making resources) are being devoted to the task of enabling gold to be dug 
out of the earth at this moment, when mining energies should be increasingly 
turned to developing new sources of supply of the so-called “ baser "’ metals 
instead. 

To sum up: It seems evident that Britain would reap one clear advantage 
from revaluation—namely, improvement of the terms of trade. This improve- 
ment might set free an appreciable volume of resources from the export drive 
for the rearmament programme over the next twelve months. Revaluation 
would also ease the burden that rising prices will otherwise impose on British 
consumers in 1951 and 1952; to the extent that the counterpart of this easing 
of the burden was a fall in exporters’ undistributed profits (i.e. to the extent 
that an increase in spending would be financed by a fall in saving), the Govern- 
ment would have to devise alternative means of cutting consumption—but 
the recent E.C.E. report has put forward a cogent case for supposing that 
such alternative means should be preferable to crude use of the price mechanism 
in any case. If revaluation takes place, sterling may have to be devalued 
again once the rearmament boom ends; so long as the British economic system 
remains less flexible than the American, however, sterling will always tend to 
be overvalued against the dollar at the onset of any recession—and it seems to 
be odd economics to argue that this eventuality should be guarded against by 
keeping sterling grossly undervalued against the dollar in a boom (thus un- 
necessarily giving away a substantial volume of British goods to foreign 
interests every year) and by hoping that the boom will not last long enough 
for British cost inflation to catch up in its bridging of the gap. In short, the 
case for flexible exchange rates seems to be a strong one so long as different 
degrees of flexibility of wages and other costs persist in the British and American 
economies. Finally, although revaluation would be regarded with disfavour 
in America and South Africa, and in the board room of the International 
Monetary Fund, it should be a most evident help to sterling area countries 
such as Australia and India, now struggling with the problem of ‘ imported 
inflation '’. On these premises it seems clear where the balance of advantage 
in the debate on revaluation lies. 
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Should the Pound Go Free ? 


HE first two articles in this issue of THE BANKER have discussed at some 

length the case for and against revaluation of sterling in present circum- 

stances. This article is concerned with a third possibility that has been 
widely advocated, that of letting the pound go free. It should be pointed out 
at the outset that the case for this, as generally argued, does not contemplate 
a freeing of sterling from exchange control. It envisages the severing of the 
link that now binds sterling to the anchor of a gold or United States dollar 
parity, so as to allow the rate to find its level (subject to some degree of official 
“management ’’) in the exchange markets of the world. If sterling were set 
free now, it would probably appreciate; it would certainly have done so if it 
had been freed before the Persian oil crisis. To this extent, the arguments 
for and against a free rate dovetail into the general arguments for and against 
revaluation. But the case for a free sterling rate was mooted some time before 
the present revaluation controversy began and it deserves special attention in 
its own right. 

There are two main arguments that have been put forward in favour of a 
free rate. The first, and most important, of these is the argument that in an 
economy such as Britain’s, which is hemmed in by many rigidities, it is heaping 
Pelion on Ossa to superimpose rigidity of exchange rates. The framers of the 
Bretton Woods agreements recognized that new rigidities in wage, cost and 
price structures all over the world would make it necessary to allow inter- 
national equilibrium in the post-war era to be maintained by alterations of 
exchange rates as and when they became necessary; it is not now possible, 
as it was in the days of the old gold standard, to make fixed exchange rates 
the categorical imperatives and to adjust domestic cost structures accordingly. 
This fact was indeed recognized long before Bretton Woods. During the 
period of the Tripartite agreement in the 1930s, sterling, the dollar, the franc 
and other currencies were allowed to go free, though their fluctuations were 
limited by the intervention of powerful Exchange Equalization and Stabiliza- 
tion funds. It can be argued that the degree of elasticity in exchange rates 
provided under the International Monetary Fund Agreement (which, theoreti- 
cally at least, allows changes in excess of 10 per cent. from stated parities 
only when the Fund agrees that the currency area concerned is in a condition 
| “fundamental disequilibrium "’) is inadequate to meet the needs of the 
present situation and that a return to something like the controlled freedom 
of exchange rates that obtained during the period 1932 to 1939 would give 
welcome elbow room to all concerned. 

The second argument that has been put forward in favour of letting the 
sterling exchange rate go free is that, even if the equilibrium rate were reason- 
ably ascertainable at any particular moment, no fixed parity can be relied 
upon to reflect economic realities for more than a comparatively short period. 
In this uncertain post-war world, a fixed rate is almost certain, sooner or 
later, to fall under suspicion of being either under- or over-valued. In either 
case it provides an open invitation to spe ‘culators, who can be secure in the 
knowledge that if the rate does move, it will move only one way; they can 
thus take a completely covered position, knowing that they will make no loss 
and may make substantial profits. Thus sterling was consistentty “ beared ” 
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before its devaluation in September, 1949, and has become appreciably 
‘ bulled ’’ during the recent debate on its possible up-vaJuation. 

When these two points have been made, however—and they are points 
of some substance—the case for letting the pound go free has about been 
exhausted. What is to be said against such a proposal? The first and most 
important argument against freeing steiling from its gold or dollar parity is 
that Britain does not yet possess sufficient exchange reserves for such a move 
to be made with impunity. Experience in the 1930s showed that the authorities 
must exercise some management over free rates, bv judiciously timed special 
purchases s or sales of foreign exchange, if they are to prevent day-to-day 
swings in the rate that are wild and piainly hi irmful. But the reserves available 
to Britain for ‘‘ managing " sterling in the 1930s were considerably greater 
than those that have to serve the whole sterling area to-day. It is true that 
in the 1930s there was no exchange control and that the freedom with which 
capital could and did cross national boundaries often accounted for a large 
part of the intervention that had to come from the Exchange Equalization 
Account. This, however, is a two-edged argument, for private capital move- 
ments were not always a disturbing factor in the free exchange markets of 
the 1930s; indeed, they sometimes provided a good deal of the equilibrating 
mechanism. The traditional system of interest rate arbitrage, based on pre- 
vailing short-term interest rates and rates for forward exchange operations, 
still functioned, and there were long periods during which the day-to-day 
unbalance of current transactions was corrected by appropriate capital move- 
ments made on private initiative. Since capital movements would not have 
free play under present world-wide exchange controls, it can be argued that 
the intervention of the authorities in the exchange market, to cushion the 
uneven incidence of current payments, would sometimes have to be even 
greater to-day than it was in the days of the Tripartite agreement. Nor 
should it be forgotten that overseas countries now hold almost £4,000 millions 
of sterling on current account or in very short-term assets in London. Much 
of this sterling is blocked and almost all of it is not convertible into dollars, 
but its very existence would seem to make it doubly necessary for the authorities 
to hold much larger exchange reserves than they do to-day if they were safely 
to ‘“‘ manage ’”’ a free exchange market. 

The second argument against any proposal to let the sterling rate go free 
is that any such move would destroy all prospects of exchange stability in 
the world. Such stability as exists to-day rests on the firm ratio between 
sterling and the dollar. If that were abandoned, the whole structure of world 
exchanges and all the objectives for which the International Monetary Fund 
stands would dissolve into chaos. Such a development could not be regarded 
with equanimity. Stability of exchanges is a silent but powerful ally of 
international trade and international investment. The value of that ally only 
becomes apparent when he disappears. Those whose memories go back to the 
1930s will recall that that period of fluctuating, though strictly controlled, 
rates was regarded by the vast majority as a very unsatisfactory interregnum 
between the rigid stability of the gold standard and another system for ensuring 
stability, a new system whose structure was gradually being evolved after 
1936 through the workings of the Tripartite agreement. It is true that it 
would be possible to reduce the handicaps caused by fluctuating exchanges if 
adequate forward exchange markets were developed but, although these would 
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mitigate the harm caused to current trade, they would have little effect on the 
harm caused to international movements of capital for genuine investment 
purposes. This last argument is of considerable moment in view of the need for 
American investment in the under-developed countries. 

It may be argued, of course, that the whole Bretton Woods concept for the 
reconstruction and maintenance of monetary stability in the world is already 
dead. The I.M.F. has given wide dispensations from its rules; a number of 
member countries have not yet notified official parities for their currencies to 
the Fund and one member in particular, Canada, has deliberately chosen to 
let its rate of exchange move within a managed but free market. These 
departures from the rule of fixed parities are, however, parochial in their 
importance. The currencies concerned, unlike steiling and the dollar, have 
never been regarded as sheet-anchors to which any other currencies cling. 

EFFECT ON THE STERLING AREA 

An even more powerful, immediate and practical argument against letting 
the pound go free is that any such move might sound the death-knell of the 
sterling area as it is known to-day. It is true that this sterling area first became 
clearly discernible after 1931, that is, during the years when sterling became a 
currency fluctuating in terms of the dollar and gold. But the 1930s are not 
the 1950s. Conditions in the sterling area have changed fundamentally in the 
past twenty years. The banker at the centre is no longer as powerful as he was. 
His current liabilities to the members considerably exceed his current reserves 
or his claims on them, and the members of the sterling area do not regard him 
with quite the same reverence and unquestioned confidence. 

It has already been argued that if sterling were allowed to go free, it would 
have to move in a managed market. That management would be exercised by 
the Exchange Equalization Account, as it was in the 1930s, and the day-to-day 
decisions about the rates to be maintained would perforce have to be made 
by one or two people. In the 1930s, for example, the exchange rates used to be 
arranged largely by daily tele _phone calls between officials of the Bank of 
England and the Bank of France. Can it be seriously imagined that indepen- 
dent members of the sterling area, such as India, Pakistan, Ceylon and Burma, 
with their strong gold-hoarding and dealing traditions, would still be willing 
to leave so crucial a matter as the exchange rate between their currencies and 
the dollar to the unfettered discretion of London ? It is also more than unlikely 
that South Africa would be prepared to maintain its stable link with sterling 
and thus allow the determination of the day-to-day South African sterling 
price for gold to pass out of its own immediate control.* It is true that these 
matters were left to London in the 1930s, but much water has passed under 
the bridges since then. For one thing, the Bank of England, which had and 
still would have the technical but decisive say in the matter of fixing the rate, 
is now a nationalized institution—a change that weighs much more heavily 
with people abroad than it does with informed people at home. For another, 
the pooling of hard currency earnings by the members of the sterling area has 
sialon somewhat greater formality since the 1930s, and the net dollar earners, 
such as Ceylon and Pakistan, might be understandably reluctant to bank their 








‘It is worth noting, too, that. a freeing of the sterling rate would make it necessary to scrap the 
present E.P.U. mechanism, which relies wholly on fixed rates being maintained between each 
monthly compensation 

















22 - ss THE BANKER 





— en 


dollars in London against sterling that would not only be inconvertible (as jt 
is now) but also unstable in relation to the dollar. 

Quite apart from these arguments of principle or politics, there are difficulties 
of more technical import that would follow from any freeing of the rate. The 

task of reconciling a moving rate with exchange control would not be an easy 
one. It is true that these difficulties are being satisfactorily overcome in the 
case of the Canadian dollar, but no hard and fast conclusions should be drawn 
from this parallel. The Canadian dollar, as has already been said, is a strictly 
local currency, whereas sterling is a world currency. The technical problem of 
reconciling freedom with control would have to be solved, in the case of sterling, 
not only in London but in the multitude of centres and countries where sterling 
or sterling area currencies are dealt in. 

The principle on which exchange dealings and control now operate is that 
the authorized banks act, not as principals, but as “‘ agents ’’ for the authorities. 
Such a situation offers no problem when rates are rigidly fixed and all dealings 
take place at given parities. But with a moving rate of exchange, dealing 
expertise would come into its own, and it would be virtually impossible to 
make the “ Control ’’ the recipient of all the gains (and responsible for all the 
losses) incurred by the good (or bad) dealing of the authorized banks. It 
would, of course, be possible for a freeing of the market to take the form ofa 
daily fixing of the dollar/sterling quotation, with the compulsion placed on all 
authorized banks to deal at rates fixed round this parity, and to do so, as they 
do now, as agents of the authorities. But this system, quite apart from the 
fact that it would not secure all the advantages of a truly “ flexible ’’ rate, 
would overcome only the technical objections toa free market; it would leave 
the other weighty difficulties—such as the inadequacy of exchange reserves, 
the threat to the Bretton Woods concept, and the danger to sterling area 
cohesion—unsolved. 

The general impression of many able judges of the market is that the tech- 
nical difficulties of reconciling a moving rate with exchange control should not 
be exaggerated, however formidable they may appear to those operators who 
have lost the habit of dealing in a moving market. These difficulties would 
probably yield to the impact of experierice—solvitur ambulando. The London 
foreign exchange market might even be stirred back into the semblance of a 
genuine market in which dealing skill would once more be at a premium and 
rewarded by the results of its operations, as now happens in the case of the 
tiny mé irket in Canadian dollars and the even smaller market in foreign bank 
notes. It is otherwise, however, with the substantial points of principle that 
have been raised above. An objective consideration of the arguments for and 
against letting the sterling rate go free—and there is considerable weight on 
both sides—seems to leave the scale tipping unmistakably against such a 
move. It is all the more regrettable that the cry “let the pound go free ”, 
with its echo of an earlier slogan “ set the people free ’’, should have commended 
itself to certain sections of the Conservative Party. It is the kind of battle cry 
that the leader of the party might easily swallow without appreciating the full 
implications of the policy that it represents. With a General Election dis- 
cernible in the not too distant future and with a possible change of Government 
very much in the picture, it seems to behove City observers to urge the present 
Opposition to think twice, and many more times, before adopting such 4 
slogan as part of their electoral platform. 
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India and the Revaluation Debate 


As a postscript to the domestic *‘ Debate on Revaluation,” to which the first three 
articles of this issue have been devoted, THE BANKER publishes below a review of 
current Indian thinking on revaluation, as seen by Mr. Geoffrey Tyson, C.1.¥., the 
Editor of = Capital,” Calcutta.—Ep. 


By Geoffrey Tyson 


alter its exchange rate policy for the time being, the unofficial campaign 

for revaluation of the Indian rupee has now assumed considerable impor- 
tance. That campaign gained a powerful recruit at the end of May when the 
former Finance Minister, Dr. John Matthai, declared in a public speech that 
a fresh examination of the exchange parity could not be postponed for much 
longer. Since leaving Mr. Nehru’s Cabinet, Dr. Matthai has resumed an active 
business career in the vast Tata organization, and his opinions carry great 
weight in the economic counsels of the country. At various times professional 
economist, civil servant, Cabinet Minister and business executive, Dr. Matthai 
has always been a staunch nationalist of independent judgment and no party 
affiliations. His reputation is such that when he makes a public pronouncement 
on financial matters—which is not very often—it is accorded more than passing 
attention in New Delhi and the chief business centres. Thus, when the ex- 
Finance Minister told an audience in Western India that in an abnormal and 
rapidly changing world “ worse things might happen than instability in the 
exchange ratio ’’, doctrinal respectability was given to at least part of an 
agitation that has been carried on by a few enthusiasts for several months past. 

Dr. Matthai told his listeners that it seemed that the country was in for a 
further bout of inflation, that the limits of personal and corporation and direct 
and indirect taxation had been reached, that such counter-measures as drives 
for savings and increased production and controls now had only a restricted, 
and in some cases a diminishing, usefulness and that it might be no bad thing 
if the deflationary possibilities of a variable rate of exchange were investigated. 
In the context of current deve lopments, variability in the rupee exchange rate 
can, of course, have only one meaning—an appreciation of the Indian rupee, 
which, unlike the Pakistan rupee, devalued with ste rling against the dollar in 
Se ptember, 1949. 

A few days after Dr. Matthai’s speech, an ad hoc committee of Parliament, 
first appointed in September, 1949, to make periodical reviews of post-devalua- 
tion trends, heard a statement from the Finance Minister, Sir Chintaman 
Deshmukh, who set forth the opposite case. The Committee agreed with Sir 
Chintaman that the rupee should not be revalued at this juncture. Sir Chinta- 
man’s statement was made in camera and the discussion has thus been robbed 
of some of its interest. But the debate has not been decided, it has merely 
becn adjourned—and the recent repor. of the Economic Commission for Europe 
has naturally added more fuel to the fires of controversy. If revaluation would 
be good for Europe, argue the proponents of a change, why not for Asia as well ? 

In India, as elsewhere, however, the issue will be decided upon its technical 
merits and not by a show of hands; though, for reasons that are briefly dis- 
cussed later, rupee revaluation would also have a certain political merit in 


T ater its the Indian Government has indicated that it does not intend to 
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the majority of Indian eyes. Up to the moment of Dr. Matthai’s intervention 
the case for revaluation had found its main support in the vigorous polemics 
of the New Delhi financial weekly, the Eastern Economist, occasionally rein- 
forced by the somewhat embarrassing inte rpolations of the shadowy figure of 
Seth Ramkrishna Dalmia, whose financial empire has recently suffered some 
decline. Dr. Matthai, who enjoys the confidence of both Government and 
people, has given a new content and form to the controversy. All parties to 
the debate recognize, of course, that sterling occupies a key position ; the 
British financial scene will be closely scrutinized by Indian opinion in the 
coming months, and a careful watch will be kept upon other currencies in the 
sterling area. But there are at least three special considerations relating to 
India’s own position that deserve attention. 

The first of these is the particular effect upon India of the general change 
that has taken place in world trade conditions since the devaluations of Sep- 
tember, 1949. Whilst India’s balance of payments situation has considerably 
improved, the need for food imports has also greatly increased, and the tenta- 
tive buyers’ market that was beginning to emerge throughout the world in 
the autumn of 1949 has once again become a sellers’ market. This means 
that the prices of imported food and of imported capital equipment are rising 

-and these rises are necessarily difficult to absorb in an economy with India’s 
social structure and in India’s state of development. The most important 
argument for revaluation is the need to check this fresh bout of price inflation: 
its advocates maintain, indeed, that revaluation is now the only major weapon 
left in the Finance Ministry’s armoury for this purpose. 

Secondly, it is argued that revaluation of the Indian rupee would help to 
reverse the disadvantageous trend in India’s terms of trade with Pakistan. 
This would be the only reason for any unilateral revaluation by India; on all 
other grounds her interests are closely identified with the rest of the sterling 
area, and it should be said that not even the compulsions of Indo-Pakistan 
commercial intercourse are strong enough to tip the scales against her trade 
with the rest of the world. Nonethe ‘less, to many Indians w ho know little of 
the refinements of the problem, revaluation presents itself chiefly as a question 
of national prestige, a means of achieving equality of status as between the 
Indian and Pakistan rupees. The existing ratio of Indian Rs. 144 = Pakistan 
Rs. 109 has, of course, been accepted by the International Monetary Fund, 
and by India for the purpose of the trade agreement. But the I.M.F.’'s handling 
of this matter has aroused strong criticism in India. In his speech, Dr. Matthai 
said that the Fund, which India had joined with high hopes, had proved 
unavailing in important matters. This was presumably a reference to the long 
[ndo-Pakistan exchange deadlock; many people in India consider, with justt- 
fication, that the Fund was strangely indifferent to this issue—in view of its 
professed responsibility for promoting those currency relationships necessary 
to sustain international trade. 

A third point that should be stressed is that Indian opinion is seriously 
concerned about the possible effect of present international price and exchange 
rate disparities upon the cohesion of the sterling area. In his speech, Dr. 
Matthai pointed out that ‘‘ there are indications of a gradual disintegration 
(of the sterling area), as shown by the recent decision of certain members to 
trade within the area on a dollar basis, thus defeating the control purposes for 
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which it was organized’. Although Dr. Matthai probably regards the genesis 
of the sterling area as a somew hat more recent dev elopment than did the 
author of the article on ‘‘ New Problems for the Sterling Area’”’ in the May 
issue of THE BANKER, he clearly foresees some of the problems raised in that 
article. The creation of a second sterling balances problem, closely analagous 
to that which existed at the end of the war, would place a considerable strain 
on India’s attachment to the sterling area—an attachment which has been 
dictated by a certain tradition as well as by considerations of strict self- 
interest. India is the biggest single holder of sterling balances and, despite 
the acquisition by Indians of a sizable portion of the equity in the last ten 
years, British commercial investment in the country remains substantial. To 
India, therefore, the solvency and viability of the sterling area are matters of 
verv great concern ; political changes notwithstanding, she has made no rash 
experiments to dive ‘rt her trade from the channels established during the long 
period of British rule. She has taken no deliberate measures to reduce her 
dependence upon the sterling area, and the recent cautious approaches towards 
closer trading relations with China and Russia are designed merely to give her 
some small relief in dollar outlay for food grains. In all these circumstances, 
India would obviously welcome any move that Britain made towards wider 
convertibility of the currencies of the sterling area. And India’s monetary 
authorities would probably agree that this is an essential pre liminary to re- 
valuing the pound and its associated currencies 


STRINGENCY IN THE MONEY MARKET 

Meanwhile, current price trends have had an unexpected repercussion on 
the purely domestic aspect of the Indian monetary scene. There has been a 
iled prolongation of the seasonal “ tight money "’ period, which comes 
around with the regularity of the south-east monsoon, but which, in the current 
year, has lasted frort early January until well into June, and may well go on 
for longer. This long phase of stringency has induced a number of stresses 
in the Indian money market, which is called upon to serve an economy that still 
functions at widely different levels of development. To put the matter briefly, 
the higher prices of primary products have mainly benefited the countryside 
and the tendency has been for larger sums of money to remain in the hands 
of the cultivator for much longer periods than they formerly did. The return 
of currency from the rural areas to the banks in the seaports and the towns 
has been much slower than the outgo. At the same time, rising prices of raw 
materials and accelerated tax assessments have involved commerce and industry 
in the large cities in ever more recourse to bank finance. Two other factors 
that have led to the stringency are, first, that in the last two years an unknown, 
but fairly substantial, quantity of what may be called ‘“ fugitive money ”’ 
has been in hiding in the hands of black marketeers and tax evaders; and, 
— that the increased holdings of unencumbered securities that the 
banks on the first Schedule of the Reserve Bank of India have been obliged 
to deposit with that institution since last March (a deferred provision of the 
Banking Companies Act of 1948) have reduced the supply of loanable funds. 

Subject to weekly fluctuations, the Reserve Bank of India’s returns show 
the volume of notes in circulation at approximately Rs. 1,300 crores (about £975 
millions). How much of this is really effective circulation and how much is 
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immobilized in a dark corner of a peasant’s hut, or in the petty trader's old 
tin trunk, or neatly docketed in the wealthier merchant’s chromium-plated 
locker at the nearest safe deposit company, cannot, for obvious reasons, be 
known—despite the swelling corpus of official statistics. It is probably a fair 
guess, however, that some Rs. 250 crores may be lying in the rural areas doing 
nothing at all and that another Rs. 150 crores is fugitive. In this case, the 
effective note circulation would now be no more than Rs. 900 crores. Silver, 
into which the Indian peasant habitually transfers his savings, recently touched 
the record price of Rs. 205 per 100 tola bar. It has, however, since eased 
somewhat, and is in any case almost always subject to strong speculative 
influences in Bombay, which is the chief of the bullion markets; in present 
circumstances, transactions in silver are no longer a reliable guide to monetary 
conditions in rural India, where the peasants (pace the prophets of 1940) have 
just as much confidence in the one rupee paper note as in the silver coin. But 
it is interesting to observe that reliable evidence from abroad shows that 
Burma, Malaya, Siam, Indonesia and Hong Kong are all experiencing the 
same phenomenon of money disappearing from active circulation for much 
longer periods than usual, and all are suffering the same strain on the banking 
system and the local money market as is being seen here in India. Almost all 
these countries have benefited from the rise in the prices of primary products 
(especially in crop and plantation products) and all are finding their bearings 
in what is, in a political sense at least, a new and uncharted world. 


UNILATERAL REVALUATION UNLIKELY 

Dr. Matthai’s basic premise is that a renewed bout of inflation now confronts 
India, and all the evidence certainly points strongly towards that conclusion. 
But it would be easy, and misleading, to ov ersimplify the problem. The Indian 
inflation of 1951 (if one is justified in writing in such positive terms) is an 
‘imported "’ inflation, rather than a case of “‘ too much money chasing too 
few goods". In India itself there may well be too few goods, but, as has been 
shown above, there is an actual stringency of credit. All the real strains and 
stresses are in the structure of prices of internationally traded goods, a circum- 
stance that affords significant support to the revaluation case but does not 
decisively validate it. A rupee endowed with a higher purchasing power could 
undoubtedly correct some of the distortions now present in the price pattern, 
and from this point of view a plausible case can be argued for revaluation. 
The sharp enhancement of certain export duties—that on hessian cloth, for 
instance, has been raised from Rs, 350 per ton to Rs. 1,500 per ton in less than 
a year, in order to mop up middlemen’s concealed dollar profits—is sometimes 
cited in support of the contention that the rupee is undervalued. But it seems 
probable that without some such device the Indian exchequer would lose the 
benefit of such dollar earnings as can be withheld from it, whatever the rate 
of exchange might be. 

Weighing all the facts together, therefore, there is little evidence to suggest 
that India is likely to take the revaluation plunge alone, although she would 
doubtless be quite glad to go along in the respectable company of others in the 
sterling area if a general move was made to a higher dollar exchange rate. 
But it is first up to the revaluationists to prove their case; so far, in India as 
in Britain, most observers would say that they have not done so. 
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Why Did Britain Recover ? 


Il— Lessons for the Future 
As article in THE BANKER last month set forth and analysed the salient 





statistics depicting Britain’s economic progress between VE day and the 
outbreak of the Korean War. The purpose of this second article is to 
consider how far the wider objectives of economic policy, as distinct from the 
purely party-political objectives of the present Government, ought to be 
modified in the light of this experience. In particular, it is sug ggested that, 
if these post-war lessons are to be brought to bear constructively upon future 
licy, economists as well as politicians may need to re-define rather thoroughly 
some of the assumptions by which they have lately been guided. Two kinds 
of re-definition seem to be especially needed. The first concerns the desirable 
degree of ‘fullness’ of employment, and the second the degree of State 
interference with the price mechanism that can exist without causing net 
wastages and social loss. 

On the first of these problems, the proper definition of ‘‘ overfull ”’ employ- 
ment, there is now a major split among thinking observers—a split that is 
unfortunately tending to divide on party lines. One school, and it is a school 
to which the Chancellor of the Exchequer and most other economists of the 
moderate Left seem to adhere, holds that experience in post-war Britain has 
already proved that unemployment “can advantageously be pushed as low 
as 2 or 3 per cent.’’; they agree that such a level of employment (w hich inci- 
dentally should be compared with a present unemployment rate in Britain 
of under 1} per cent.) involves “ toleration of some degree of inflationary 
pressure ’’, but believe that this should be accepted by all who regard “ maxi- 
mum production, full employment and a high rate of economic progress as the 
major ends of economic progress ’’’.* The other school, to which most City 
observers have lent their support, holds that an economy that is blown up to 
or beyond the point of 2 or 3 per cent. une mploy ment is likely, in the long term, 
to prove to be too inflexible for a consistently “ high rate of economic progress ”’ 
to be maintained. 

How far has the fully-employed British economy proved sufficiently flexible 
in the past three years? At first sight the statistics deployed in the first 
article of this series might seem to support this particular contention of the 
“ moderate Left ’’ school. As soon as Britain abandoned the reckless financial 
and economic policies of the Dalton phase, and set limits (if still quite liberal 
ones) upon the excessive demands on the national economy, the two most 
disastrous evils of inflation—the draft on internal stocks and the huge strain 
on external reserves—were expunged, and production started to increase at 
an impressive rate. The subsequent improvement, moreover, took place 
despite the failure of successive Governmental plans—notably those for 
redistributing the labour force. But if this experience is regarded as proving 
that disinflation need not be pushed beyond a “ Plimsoll line ’’ where unem- 
ployment amounts to only 3 per cent. at its seasonal peak, the whole case 








*Fora reasoned defence of this viewpoint, see the report on full employment recently sub" 
mitted to the Council of Europe, and a letter written in its support by Mr. Nicholas Kaldor to 
The Economist of June 2. The Government’s memorandum to the Economic and Social Council 


of the United Nations last April provided clear evidence of official British support for this view. 
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would rest on the assumption that demand would always continue to run at 
the same level and in the same pattern as it did in, say, the first half of 1950. 
The Government entirely failed to bring about the change in the pattern of 
production that it had previously regarded as vital and indispensable for 
national solvency. 

The inherent weakness in the argument of the “moderate Left’’ school 
therefore lies in the fact that Britain’s fully-employed economy has so far 
proved flexible only in the sense that the Government has managed to trim 
overabundant demand so as to force it arbitrarily into a pattern that accords 
with available supply. Contrary to expectations (and to the professed objectives 
of its planning) it has so far been able to avoid se riously tackling the 
incomparably more difficult and crucial problem of re-directing supply to 
accord with available demand. It cannot hope to avoid it indefinitely. 
Given the facts that some sorts of demand (such as demand for investment 
goods) are necessarily lumpy rather than-smoothly perennial; that tastes must 
alter over time; and, above all, that overseas demand (especially for invest- 
ment goods) is outside the Government’s control, it is inevitable that this 
problem of re-directing resources must be faced some time. When it does 
have to be faced, it will be very surprising indeed if Britain is not required 
either to tolerate some transitional unemployment or to see the whole economy 
plunged into another balance of payments crisis. Some faint foretaste of this 
problem was in fact experienced in the summer of 1949, when a very small 
decline in American demand set up stresses that were only curable by draconian 
restrictions on dollar imports and by devaluation, 


Two Lessons FROM FULL EMPLOYMENT 

[he thesis that flexibility under conditions of full employment has not 
yet been properly tested because of the abnormal boom in demand should 
not, however, be pushed to the point of denying that the blown-up British 
economy has bounced along since 1948 rather more serviceably than most 
critics had foretold. The history of the past three years does carry with it 
two lessons that can legitimately be prayed in part support by the ‘“ moderate 
Left’ school. The first of these lessons is that although sectors of the 
economy that are faced by especially booming demand cannot easily attract 
new labour resources under conditions of full employment, some of them may 
secure notable increases in production by other means. The reasons probably 
lie partly in the advantages that accrue from ability to plan long runs of 
production when demand is booming, partly in the incentive to good manage- 
ment that arises when labour is scarce, partly in the dropping of some restrictive 
practices by workers no longer living under the fear of unemployment 
(a development that may tend to offset the effects of any concurrent increase 
in labour indiscipline), and partly in the fact that some quite minor capital 
improvements (even of the make-do-and-mend variety) are only carried through 
when there is no visible threat of under-demand. These advantages can fairly 
be regarded as by-products of full employment and have to be set against the 
disadvantages of loss of worker-incentive, increased absenteeism, and the like. 
Although it is virtually impossible to say where the balance should be struck 
(it will, indeed, be different in different industries), it seems clear that, 
beyond a given point, any increase in unemployment might lead to a more 
than proportionate fall in production. But, quite apart from this difficult 
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balance of gain and loss, it must be emphasized that, although full employment 
may now be seen to be more closely related to maximum production than 
some pessimists had supposed, this does not mean that it should alw ays be 
the overriding aim of economic policy. When and if the pursuit of the 
objective of full production goes beyond the point where it leads either to a 
cost inflation that the social “fabric cannot bear, or to an undue distortion of 
the pattern of production (that is, towards making things that existing 
resources are fitted to make rather than to making things that consumers 
want), then employment is overfull—no matter whether the rate shown in 
the Ministry of Labour’s returns is 2 per cent. or 5 per cent. or 8 per cent. 
Post-war experience in Britain has shown, rather surprisingly, that une a 
ment may at times (though probably only for short periods) be pushed < 


CHANGES IN PRICES AND CONSUMPTION OF CONSUMER GOODS ANI 
SERVICES IN BRITAIN BETWEEN 1938 AND 1950 


“y OL 1950 
Index of Index of | Price 
Market Consump- | % of Total Caused by 
Price tion | Expenditure Net Indirect 
1438==100) (1938=100)! Taxation 
1950 1950 } 1935 1950 
{hove 1938 Consumption | 
Reading matter .. ; ja 123 189 I. 
Travel - re , ‘ 133 160 3.8 
Entertainments .. a ae 171 159 . 
Communication services ey 138 155 Oo. 
Fuel and light .. bel me 150 127 a 
Miscellaneous services .. a 163 118 iQ. 
Non-durable household goods .. 170 114 
Rent, rates and water .. “ 114 112 
Tobacco .. a . ere 399 110 
Food ee ih - sf 182 110 
Clothing .. fs 223 101 
Below 1938 ¢ ‘onsumption - 
Miscellaneous goods sth ia ? 98 
Durable household goods wd ) 07 
Alcoholic drink .. ra - 93 
Private motoring : =e ; 63 
Domestic service. . os - 31 
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POTAL. .. wi S: 7 109 100.0 100.0 
* Subsidies in excess of indirect taxes. 


Source: Records and Statistics supplement of The Economist 


low as 2 or 3 per cent. without cost inflation getting badly out of hand and 
also, so long as demand for all products is booming, without the pattern of 
production being too grossly distorted (except in a few subsidized trades such 
as film production). But to argue from this that unemployment can profitably 
be prevented from falling below a pre-determined Plimsoll line, no matter 
what the conditions of demand, is really to fly in the face of all available 
evidence. 

The second reason why full employment of the recent intensity has proved 
less uncomfortable than might have been expected is a reason that is not 
always recognized by the “‘ moderate Left” school itself. Private demand 
has responded unexpectedly sensitively to judiciously imposed indirect taxes 
and other price rises. The Government has thus been able to trim demand 
to the shape required by an inflexible system of supply much more easily 
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than pre-war statistical assessments of the elasticity of demand for various 
products had suggested. The table on page 29, which was drawn from 
information in the recent National Income White Paper and published in the 
Records and Statistics supplement to The Economist on April 21, throws 
interesting light on the responsiveness of demand to price changes (and 
even, despite the price control inconsistencies, upon the responsiveness of 
post-war prices to scarcity value) in the post-war period. It is a striking 
justification of liberal economic tenets that the eight items in that table for 
which consumption increased least, or decreased most, between 1938 and 
1950 were also the eight items whose prices increased most sharply over the 
same period; if allowance is made for the effect that equalization of incomes 
has had on the demand for entertainment and tobacco and on the supply of 
domestic servants, and for the effect of physical restrictions on the supply of 
house-space and private motoring facilities, the degree of correlation between 
changes in prices and changes in consumption is, indeed, extraordinary. 
There is another feature of the table that deserves attention here. It 
will be seen that consumption has increased most in those industries, especially 
service industries, where marginal costs (that is the costs of satisfying addi- 
tional consumption) are low because capital equipment is not usually fully 
used. Thus the four biggest increases have been achieved by larger sales of 
books and journals (in whose production marginal costs are a relatively low 
proportion of total costs—despite increases in the price of paper); and by 
filling up trains, buses, cinemas, and telephone exchanges that formerly 
worked below capacity. This switch in consumption is partly due to the fact 


that price increases have been smallest where marginal costs have been smallest, 
but it has also been helped by taxation policy and by controls over domestic 
sales of exportable goods (and by the fact that most services cannot be 
exported). In this way the increase in domestic consumption has been moulded 
to a peculiar pattern, and has been fortuitously prevented from exerting a pro- 
portionate strain on real resources. 


ECONOMICS OF CONTROL IN PRACTICE 

To sum up the argument so far, therefore: The notion that unemployment 
can profitably be maintained at below 2 to 3 per cent. in this country seems 
to spring in part from the fact that the sort of flexibility that will be required 
in conditions of flagging demand has not yet been necessary, in part from the 
resilience of production even within the all too rigid pattern of the nation’s 
manpower budget, and in part from the sensitiveness of demand to price 
changes. For these reasons, ‘‘ Keynesian planning ’’, which has as its object 
the attainment of balance between overall demand and overall supply 
(without drafts on stocks or reserves but also without avoidable unemployment), 
has so far managed to hit its target much nearer the point of full employment 
than Keynes himself would have expected it to do. The attainment of full 
employment without inflation is, however, only one of the objects of the 
vreater degree of State intervention in economic affairs that has taken place 
in the post-war years. No account of the lessons of Britain’s “ recovery 
period ’ of 1948-50 would be complete without brief allusion to that part of 
Government policy that has nominally been devoted to curing the imper- 
fections of the market system instead of to setting the stage for full employ- 
ment. For it is precisely in this field—the field of ‘‘ welfare economics” in 
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the traditional and not the modern political sense of the word—that the 
record seems to have been most disappointing. 

In the 1930s, left-wing economic theorists customarily put forward three 
justifications for State iaterfe rence with the free play of the market system 
First, they pointed to the old difficulties about monopolist and quasi- 
monopolist influences. Secondly, they argued that rationing by the purse 
was conducive to the maximization of economic welfare only if it was accom- 
panied by a “ fairer ’’ distribution of incomes. And, thirdly, they argued 
that the market system led to undue concentration on short-term benefits 
at the expense of long-term planning. These three arguments—much more 
than the Keynesian full employment argument—played the major réle in the 
development of the Socialist ideal among academic economists in this country. 

Yet to-day, six years after a Socialist Government came to office, it is 
fair to question whether any left-wing economist could seriously argue that a 
scientific approach has been made to a solution of any of these three problems. 
Monopoly legislation has been the Cinderella of the party platform (though 
some fresh approach to it and to the problem of resale price maintenance is 
now apparently in the blueprint stage); one of the main effects of allocations 
and the price control system has in fact been to give more power to trade 
associations as restrictive bodies. Moreover, in the last two years at any 
rate, the nationalized industries have been trying to formulate both their 
price and their production policies in much the same way as responsible 
private monopolists would have done. The distribution of incomes has been 
dramatieally changed since the 1930s, but the degree of equalization achieved 
ismuch more the consequence of the level of income and surtax rates reached 
at the end of the war (and of the Government’s unwillingness to modify them 
subsequently) than of any deliberate plan. The increases in profits and 
capital taxes since 1945 have nearly all been tactical manoeuvres, designed to 
maintain a propitious psychological atmosphere for a continuing wage freeze. 
These manoeuvres in turn have caused a serious shortage of risk capital and 
this shortage, together with the high price of capital equipment and increased 
expenditure on the social services, has squeezed out investment in productive 
industry to the point where most manufacturing enterprises have barely 
maintained the real value of their fixed assets intact. It is difficult to avoid the 
conclusion that all through this period there has been no real long-term 
planning of the distribution of resources at all; what has happened is that full 
employment has been pushed to the point where tactical manoeuvring was 
necessary to avoid cost inflation, and this manoeuvring (together with political 
pressure for social security schemes) has in turn dictated the direction in 
which longer term policy has had to move. 

The resulting distortion of the economic pattern can perhaps be summed 
up briefly under three heads. First, there has been a clear tendency to devote 
too many resources to production of those goods and services that are provided 
directly by the Government (and in which politicians therefore tend to 
develop an unconscious vested interest); allied to this has been a tendency 
to favour large homogeneous industries that employ a sizable bloc of voters 
—such as agriculture—at the expense of smaller trades.* Secondly, there 





*Small trades (ie. those on which few voters rely for their livelihood) must be sharply 
distinguished in this context from small traders. 
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has grown up a dangerous resistance to politically inconvenient change ; ; the 
completely uneconomic structure of rents—just how uneconomic is cle arly 
shown by the contrasts in the table on page 29—is the most striking example 
of this. And, thirdly, the price pattern has been distorted by varying schedules 
of purchase tax and other indirect tax rates, which have been injected into 
the system either to trim demand to particularly inflexible sectors of supply 
(as in electrical appliances) or to choke off domestic pre-emption of potential 
exports or of “ dollar import "’ goods. These ad hoc steps have been accom- 
panied by similar differentiations in price control policy and in the degrees 
of “‘ moral suasion’’ that have been designed to prevent domestic prices of 
potential export goods from rising and to kee »~p down the prices of goods bought 
by working-class consumers. It should be added that this policy has some- 
times had unexpected results. Thus the stern policy designed to prevent 
prices from rising in conditions of sellers’ markets in 1949, caused too many 
goods to be sold too cheaply abroad in the buyers’ markets of 1950. It is 
quite clear that too much went to foreign investment and too little to domestic 
investment and consumption last year. ; 

It would be unfair to end this review on a purely critical note. The major 
lesson that emerges from Britain’s post-war experience is that physical 
controls will not save a democratic country from recurrent economic crises if 
demand is allowed to run wholly in excess of available supply. Despite 
political pressures and the imperfections of available statistics, the task of 
trimming demand into balance with potential supply was accomplished with 
reasonable success between early 1948 and mid-19g50—with some aberration 
at the time of the devaluation crisis. It may be that the balance has been 
struck at a level of employment that was too high even for a period of booming 
demand, and it seems quite certain that that level of employment could not 
economically be maintained through periods in which overseas demand for 
investment goods was flagging (as the devaluation crisis itself showed). The 
second lesson that emerges from this analysis, however, has been that when 
activity is screwed up to the point of continuing pressure towards cost 
inflation, it is very difficult for the State to intervene in the market with any 
rational plan for distributing resources in accordance with pre-determined 
economic criteria. Indeed, such “ distributive intervention as has taken 
place has almost certainly distorted rather than rectified the economic pattern 
of activity. Of these distortions the sacrifice of efficient long-term productive 
capital formation to short-term pressures is likely to be the most important 
and the one for which remedial steps are most urgently needed. Until now 
the pressures that Government policy has exerted upon the supply of risk 
capital have been partly disguised by such temporary phenomena as the 
distribution to industry of war-damage payments, the use of industry's 
accumulated liquid reserves, the switch into equities by those who have 
received nationalization compensation stock and the similar switch by insti- 
tutional investors who held a higher proportion of gilt-edged than was their 
wont at the end of the war. Once the mists of rearmament clear away, the 
crippling effect of this risk capital shortage may well emerge as the most 
difficult economic problem that Britain has to face—and as the most serious 
social legacy of the 1948-50 “ recovery period ’ 
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Banking Panorama from 1851 
By Paul H. Emden 


In this essay, the first of four parts of which appears below, Mr. Paul Emden, 
well-known writer on financial history and on the banking families, pays his 
tribute to festival year—by an impressionistic portrayal of British finance 
and commercial banking in the middle decades of the nineteenth century. 

He takes the year I85I as a viewpoint rather than a focus, and thus surveys 
the colourful panorama in prospect and in retrospect. His deft sketches seek 
always the spirit and atmosphere of the times, but they also contrive many 
glimpses of the forces that were moulding the banking system tn these formative 


years.—Ep. 
I—The City Scene 


N 1851, fifteenth year of the “ happy and glorious ”’ reign, England, Wales 
and Scotland had a population of 20,816,000 (just over two-fifths of their 
population to-day), and millions could still remember the French Wars. In 
the thirty-six years since Waterloo, England's predominance in the marke ts of 
the world had steadily increased, but there were still, as Disraeli put it, ‘‘ two 
nations ’’—-the well-to-do and the very poor. At the beginning of that Exhibi- 
tion year, the terrible distress of the Hungry Forties, the Irnsh Famine and 
the financial crisis of 1847, were still in everybody's memory. Only five years 
had passed since the Corn Laws, which had kept the price of bread high for 
the benefit of the landed interest, had been repealed. Still less time had gone 
by since the alarming Chartist Movement—a movement initiated for the 
amelioration of the sccial and industrial conditions of the working classes 
but subsequently miserably managed—had colli ipsed ignominiously in 1848. 
Growing consciousness of what Tooke called ‘‘ the boundless prospect opened 
up had instilled a sense of excitement into commercial circles, but it was 
an excitement imposed upon an ever-present knowledge of social unease. 

The population of London was 2,363,274; it had risen from 700,000 in 
1700 and from 960,000 in 1801 when the first census was taken (and is now 
approximately 8,204,000). Brompton, Chelsea, Fulham and Hampstead were 
half rural outposts; on the Surrey side only Southwark and Lambeth were of 
appreciable size. Dagenham, Lewisham, Wimbledon,-Richmond and most of 
the other outer suburbs were still in the country. The London bank offices 
furthest from the centre of things were the branches of the London and County 
Joint Stock Banking Co. at Knightsbridge (St. George’s Place) and Paddington 
(Connaught Terrace). No railway yet ran unde ‘ground, but the river was an 
important traffic artery. Horse-drawn omnibuses, invented and introduced 
by George Shillibeer in 1829, plied over most of the busy parts and to many 
of the suburbs; but as the minimum fare was threepence, poorer people could 
rarely use them. The majority had to walk. For the better-to-do Joseph 
Hansom’s cabriolet was just coming into fashion. On Waterloo Bridge a toll- 
gate stood until 1878; foot-passengers had to pay one halfpenny; vehicles, 
according to size, paid more. New Oxford Street had only recently (1847) 
been opened and Holborn Viaduct (which was constructed in 1869) did not yet 
exist. In Fleet Street, Temple Bar still stood (until 1878) and for another 
seventeen years public executions took place in front of Newgate Prison. In 
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the administration of London “ without the walls’ there was indescribable 
confusion. There were seventy-eight (mostly inefficient) vestries with powers 
over roads and sanitary arrangements, but both were still in a bad, and not 
infrequently terrible, condition; in St. Pancras alone there were sixteen boards 
in charge of street-paving, with the result that a great portion of the parish 
was still unpaved. Reforms, however, were in the offing. The Metropolitan 
Board of Works was formed four years later, forerunner of the London County 
Council, which replaced the Board in 1889. 

For the greater part of that Exhibition year the Lord Mayor of London was 
Sir John Musgrove, succeeded on November 9 by William Hunter.* The City 
over which they held office was much more of a residential area than now; 
most of the shopkeepers lived over their shops, bankers over their counting. 
houses. Hence the City of London's population of about 130,000 was still 
much the same as in 1801. Since 1851, however, the number of residents in 
the City has steadily decreased; it was 74,800 in 1871, 26,900 in I9g0I, 13,700 
in 1921 and is about 4,700 now. 

Henry James Prescott, a member of a family greatly respected in the 
banking world, was Governor of the Bank of E ngland, then in the seventh 
year of its reconstruction by Peel’s Act, the Bank Charter Act of 1844. In the 
first week of June, 1851, £19.6 millions of Bank of England notes were in 
circulation, comprising in England the greater part of the paper currency; 
private note issues totalled about £8.1 millions. The Bank of England's 
circulation now surpasses £1,350 millions, so that paper money per head of 
population was in 1851 only a twentieth of what it is now. But this com- 
parison is of only limited significance, because it ignores the basic circulation 
of gold (and other) coin—not to mention small bills of exchange, even then 
still commonly used as commercial currency. At the end of the year the 
Bank of England held {17,043,170 in gold coin and bullion, until then the 
largest amount ever deposited there. The commercial banking system over 
which the Old Lady presided consisted of 332 private banks and 96 joint stock 
banks; 57 of the private banks and 10 of the joint stock banks did business in 
pueraly 

The Bank rate remained in 1851, a year of peace and tranquillity at home, 
unchanged at 3 per cent. (from December 26, 1850, to January 1, 1852) and 
Consols, still at their “ sweet simplicity "’ of 3 per cent., did not fluctuate 
much; their lowest price was 95? (in September), their highest 99 (in Novem- 
ber). They touched 102 in the next year when the Bank rate dropped to 2 per 
cent. In most sections of the Stock Exchange, business was satisfactory 
throughout the vear. In an era of fast, speculative and indiscriminate railway 
building, the market that was later named ““ Home Rails "’ was still the most 
active. It was only four years since the bursting of the wild railway boom, 
which had reached its height in 1845, but recovery from that catastrophe had 
been quick and the daily turnover in the almost hundred types of stocks and 

shares was at times very considerable. (The ‘‘ Home Rails’ market has, of 





* A future Lord Mayor, “Alde rman David Seemann, the influential director of the Westminster 
Bank (who in 1855 was elected as the first Jewish holder of the highest civic office), was also 
making history in 1851. On June 28 he was elected Member of Parliament for Greenwich, and 
hus became—on July 18, 1851—the first Jew to speak in the House of Commons. As, however, 
he refused to take the oath in the presc ribed form, but for the words “ upon the true faith of a 

hristian ’’ substituted ‘‘so help me God’, prosecutions were started and on December 9 he was 
ned 4500; it was as a result of this inc ide nt that the wording of the oath was revised in 1858. 
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course, completely disappeared; since January 1, 1948, the day of the nationalli- 
zation of railways, only five stocks are left.) 

A broad market in bank shares had not yet developed by 1851. The private 
bankers raised constant difficulties w henever a customer wished to invest in 
bank shares, but this was a contingency that did not frequently arise, because 
the law did not vet afford facilities for registration with limited liability. The 
fact that each individual shareholder was liable for the bank’s responsibilities, 
to the full extent of his resources, was a potent restraint upon investment in 
English joint stock bank shares. In 1851 the shares of only 10 joint stock 
banks were quoted (against 52 to-day); these were the shares of the West- 
minster, National Provincial, Union of London, London Joint Stock, Com- 
mercial of London, National of Ireland, Provincial of Ireland, Union of Aus- 
tralia, and Union of Madrid. On December 31, the shares of the Oriental 
Bank Corporation were added to this list of banks, all of which, except the 
Union of Madrid, had an office in London. 

In 1851, of course, the Stock Exchange was celebrating a jubilee of its 
own. It was just half a century since brokers and jobbers had decided to remove 
toa building of their own, and to leave the coffee houses and the room they 
had engaged in 1773 at the eastern end of the Royal Exchange, where Sweetings 
Alley ran and where the statue of George Pe abody was to be erected in 1871. 
The first stone was laid on a plot of ground at Capel Court on May 18, 1801, 
and a year later the House was opened. Its official purpose, as the foundation 
stone relates, was ‘‘ the transaction of business in the public funds... accumu- 
lated in five successive reigns to £552,730,924. Another important City 
institution, Lloyd's, dating as an organized society from 1771, was celebrating 
its eightieth birthday in 1851. 

Dealing facilities on the Stock Exchange, as well as business facilities in 
general, greatly improved in that year. Cheap and cheapening money were 
combining with developments abroad—notably the gold discoveries in Cali- 
fornia in 184g and in Western Australia in May, 1851—to prepare the way 
for another speculative boomlet, demonstrating the growing sensitiveness of 
the London market to external influences. On November 13 a cable was 
successfully laid across the Channel, thereby establishing telegraphic com- 
munication between London and Paris and connecting the telegraph system of 
England with that of the Continent. But a rest of the world was still very 
remote from London. In 1851 only about 3 per cent. of all vessels in the 
merchant 1 y were steamers and it still required four to five months to sail 
around the Cape to India. To receive from, and to convey news to, New 
York took a full month; not until 1866 was the first submarine cable laid to 
the United States. This reference to the other side of the Atlantic calls to 
mind two other jubilees that fell in 1851. Four hundred years before, in 1451, 
Amerigo Vespucci, who gave his name to the New World, had been born. 
Two hundred years be fore, in 1651, the Navigation Act had been passed—an 
Act that protected and encouraged native shipping, but, in 1776, had lost 
England her thirteen American colonies. It was repealed in 1849. 

The international possibilities of all London markets increased further in 
1851, when a Mr. Reuter—whose name six years previously had been Israel 
Beer Josaphat and twenty years later was to be Baron Paul Julius de Reuter 
—opened a news agency at No. 1 Royal Exchange Buildings. His commercial 
quotations found a ready market in Lombard Street, at Lloyd’s, and in the 
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general business world, and the immediate result of his venture was that Stock 
Exchange prices from Paris were known in London, and vice versa, within 
business hours. His news service was soon extended to other important 
continental bourses; from 1859 it was also to include general and _ political 
information. 

THE GOVERNMENT AND THE EXHIBITION 

Since July, 1846, the Whig Ministry of Lord John Russell—Earl Russell, 
grandfather of the present- day scientist and philosopher, Bertrand Russell— 
had been in power in England. The Chancellor of the Exchequer was Charles 
Wood, grandfather of the present Viscount Halifax. In the Annual Statement 
that he submitted to the House on February 17 he estimated income from all 
sources at £52,140,000—one-eightieth of Mr. Gaitskell’s recent estimate—and 
expenditure at £50,247,171. With this anticipated surplus in hand he felt 
able to repeal that particularly unpopular and reactionary impost, the Window 
Tax. This tax had been first levied in 1696, and had been increased six times 
between 1747 and 1808, but reduced in 1820. On July 24, 1851, it was definitely 
rescinded and replaced by a tax on inhabited houses. The Chancellor also 
proposed to apply {1 million to reducing the National Debt, which then 
amounted to £765,1 26,582 2s. 2?d.—compared with {72,289,673 a century 
arlier and with nearly £26,000 miilions now. National indebtedness per head 
of the population was thus £27 16s. in 1851; now it is about £529. 

Income tax remained unchanged in the 1851 budget at 7d. in the 4. This 
was disappointing for when Peel had introduced the t tax at this rate in 1847, 
he had intended it to be in force for three years only. ‘“‘ Temporary ’’ taxes, 
however, are notoriously the longest-lived. When the Crimean war broke out 
in 1854, the rate had to be raised, to Is. 2d. (1855-56) and ts. 4d. (1856-57 and 
1857-58). This was the maximum in the last century and until its end the tax 
did not again rise above rod. in the £ (1861-62). At one time—between 1875 
and 1877—1it was to go as low as 2d. 

Charles Wood was to be succeeded as Chancellor of the Exchequer in the 
following year by William Ewart Gladstone. In the spring of 1851, however, 
the future Liberal statesman was preoccupied with matters European rather 
than with matters domestic; returning from an Italian tour, he provoked a 
widespread sensation by his violent denunciation of the inhuman treatment 
of political prisoners in Naples. He was already well known in the City and 
when he made his debut as Chancellor of the E -xchequer in 1 the Aberdeen 
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Coalition Administration (1852-55) he profited from his connections in drawing 
up the first of his nine budgets. “I went to work, and laboured very hard,” 
he wrote in one of his political memoranda. ‘‘ When I had entered gravely 
upon my financial studies, | one day had occasion—I know not what—to go 
into the city and to call upon Mr. Samuel Gurney,* to whom experience and 
character had given a high position there. He asked me with interest about 
my preparations for my budget; and he said ‘ One thing I will venture to urge, 
whatever your plan is—let it be simple’ ’’. How far Gladstone profited from 
this sound advice is not possible to appreciate, but his speech in introducing 
that budget has always been regarded as one of his masterpieces. In later 
years it was George Carr Glyn (Lord Wolverton) of Glyn, Mills & Co. whom 
he frequently consulted on financial questions. 

A year or two before entering upon his duties as Chancellor of the Exchequer, 
Gladstone had been engaged on a considerably less onerous task. He served 
on the Committee—‘‘ a most absurd committee '’ as Macaulay, another mem- 
ber, called it—to devise suitable inscriptions for the medals to be awarded to 
the exhibitors of the great world-show, the spectacular setting for which—at 
the instance of Prince Albert and Sir Henry Cole, who acted behind the throne 
as Lord Festival—was being erected in Hyde Park. This topic led to heated 
debate in the House of Commons soon after the Queen had opened Parliainent 
on February 4. The most fiery speaker in the course of the debate on the 
Address was the somewhat eccentric Colonel Sibthorp—Charles de Laet Waldo 
Sibthorp, to give him his full name. It was his wont to run counter to every- 
body and everything that could be opposed—Reform Bill, Catholic Emancipa- 
tion, Free Trade, the opening on Sundays of museums and picture galleries, 
the annuity to Prince Albert on his marriage to the Queen. He now prayed 
that some hailstorm or other visitation might descend to defeat the project. 

Notwithstanding these and other furious attacks, in which both The Times 
and Punch had been conspicuous, the Great Exhibition was opened without 
cosmic, atmospheric or other interference on May 1. The Queen herself, 
always inclined to hyperbole and italics when taking pen in hand, declared 
the opening to have been “ the greatest day in our history, the most beautiful 
and imposing and touching spectacle ever seen and the triumph of my beloved 
Albert... . It was the happiest, proudest day in my life. ... Albert’s dearest 
name is immortalized with this great conception, Ais own, and my own dear 
country showed she was worthy of it. The triumph is immense... .’’ Even if 
divested of royal exaggeration and conjugal pride, the fact remains that the 
“Exhibition of the Works of Industry of all Nations,” to give it its official name, 
gave fresh inspiration to industry, manufacture and trade and proved in every 
respect an unqualified success. It was visited by altogether 6,039,195 persons ; 
the largest attendance was on October 7 when 109,915 people passed through 
the gates—4o,000 more than had been at Coventry on Tune 24 of that year to 
see the Lady Godiva pageant. 

The banking world, never found wanting when something substantial is 
to be achieved, had given unstinted help and it was strongly represented on the 
various Committees and Commissions that organized the Exhibition. Among 


* High-principled Quaker head of the mammoth discount house of Overend, Gurney & Co., 
which he had then served and built up over a span of 44 years. Not until the middle fifties, 
shortly before Samuel Gurney’s death, did the internal decay begin that was later to destroy so 
discreditably this giant Lombard Street house.—Eb. 
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those who were prominent in this respect was Samuel Jones Loyd (Lord 
Overstone), who was one of the leading promoters, Thomas Baring, Lionel de 
Rothschild, Arthur Barclay, Thomas F. Gibson and Sir John Lubbock; the 
last-named, who was later to become Lord Avebury, moved and _ passed 
the Bank Holiday legislation of 1871. The enterprising Charles Geach, until 
1847 at the head of the Midland Bank, had also taken an active part in the 
erection of the Crystal Palace. The Crystal Palace constructor, the famous 
Joseph Paxton, was, incidentally, later to join the banking community himself; 
in 1855 he was elected to the board of the Commercial Bank of London, but 
by the time the Commercial’s business was acquired in 1861 by the West- 
minster Bank he had ceased to be a director. 
In contrast to other exhibitions, no grant had been asked or received from 
Parliament for the Great Exhibition; indeed, after the Exhibition closed, 
et ee nt even declined either to purchase the Crystal Palace or allow it to 
remain in Hyde Park. Nevertheless, the financial result surpassed the most 
sanguine expectations. On October 11, the day on which the doors were shut, 
the total receipts amounted to £505,107 5s. zd. and when all accounts were 
wound up there remained a surplus of £186,000. The sequel to this success 
was that the Royal Commission for the Exhibition of 1851—a permanent body 
which is still active—was able to purchase a compact estate of eighty-seven 
acres at South Kensington, bounded by Kensington Road, Exhibition Road, 
Cromwell Road and Queen's Gate and some outlying sites. Among the principal 
institutions now on the estate are six important museums (Victoria and Albert, 
Natural History and Science Museum, etc.), nine teaching establishments 
(including the City and Guilds College) and other important buildings such as 
the Royal Albert Hall. All of these, as well as the British Schoo] in Rome anda 
great number of other colleges, have somehow received grants or facilities from 
the Commissioners who, by promoting the knowledge of science and art and 
their application in productive industry, have created a great and important 
educational centre at South Kensington. The original surplus of £186,000 was 
so judiciously invested that a conservative estimate puts the value of the 
Commissioners’ contributions to public purposes at £1,850,000. They still 
possess an estate and other capital resources little short of £900,000 and a 
gross income of over {29,000 a year. 
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Should Beis Denies Give Dies Sesens 


Information ? 


I1— The Penalties of Error 
By a Correspondent 


NE of the most noticeable features of British banking during the past 
() itis years has been the institution and extension of services for which 

no direct charge is made. The practice of supplying status reports* falls 
into this category. Though not new, it has grown so extensively since the 
1930s that there is a widening gap between current usage and law laid down 
about it when circumstances were quite different. This gap shows itself in 
the growing, but still inadequate, published literature on the subject. 

It is probable that there are certain differences in practice between different 
English banks in the supplying of status information. All the banks, however, 
show a general reluctance to be discursive; their caution tends to hide itself 
behind stereotyped wordings shown by experience to be likely to avoid any 
awkward repercussions. This rather unconstructive attitude has frequently 
been criticized by customers who have asked for detailed credit reports, and 
bankers themselves cannot always feel that the service they are rendering is 
commensurate with the effort expended. As long as the giver of informatio: 
feels surrounded by all sorts of legal booby traps, he will naturally tread 
delicately. The purpose of this series of two articles is to examine some of the 
inhibiting fears and scruples and to see whether it should not be possible for 
banks to give bona fide enquirers more and clearer information. 

There are really three questions that need to be answered. The first is: 
When can status information be given at all? The second is: To whom can 
it be given ? And the third is: What can be told ? The third of these questions 
will be discussed in a subsequent article, while the first and second will be dealt 
with here. 

WHEN CAN A BANKER TELL ? 

The answer to the first question is, broadly, that a banker will give status 
information only if he is reasonably certain that _he could justify a plea 
of “ privilege’ in any subsequent libel action. Lord Atkinson in London 
Association for Protection of Trade and another v. Greenlands Lid. (2 AC, 1916) 
laid down an important dictum here: “‘ It was decided long ago, I think, and 
many times since,’ said Lord Atkinson, “ that if one person makes an enquiry 
of another touching the position or character of a third, and the person enquired 
of makes a reply which he bona fide believes to be true, and also believes that 
the enquirer desires the information, not merely to gratify idle curiosity, but 
for some purpose in which he, the enquirer, has a legitimate interest of his own, 
the occasion upon which the answer is communicated is a privileged occasion.”’ 
In this Greenlands case, a wallpaper manufacturer in London, a member of 
the Association for Protection of Trade (a non-profit-making body) sent a 
request to the Association about the credit of some  drapers 1 in Here ford, called 


* Readers are referred to THE BankKER, August, 1945, for a survey of the status ininomabie on 
Services proy ide tin London, and for some aspects of the law governing them 
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Greenlands Ltd. The Association’s secretary, Mr. Hadwen, applied for infor- 
mation on Greenlands to a Mr. Wilmshurst, a commercial agent and debt 
collector in Hereford, who was in the habit of answering the Association’s 
enquiries at sixpence a time. Mr. Wilmshurst’s reply re le ected adversely on 
Greenlands and misstated the nature and effect of some debentures to which 
the company were subject. This information, edited and slightly altered, was 
handed by the Association to the man who had made the enquiry. When 
Greenlands Ltd. brought an action for libel, they won it in the Court of first 
instance and also succeeded in the Court of Appeal, but the decision was 
reversed in the House of Lords, when Lord Atkinson gave the judgment 
quoted above. Lord Chancellor Buckmaster’s remarks in the same case are 
also of value. He said that if the words were published on a privileged occasion, 
and there was no malice, then Mr. Hadwen should have judgment. The test, 
in his view, was whether the publication was “ fairly made by a person in the 
discharge of some public or private duty, whether legal or moral, on matters 
where his interest is concerned’. Later, Lord Buckmaster quoted with 
approval Baron Parke in Toogood v. Spyring: “ If fairly warranted by any 
reasonable occasion or exigency, and honestly made, such communications are 
protected for the common convenience and welfare of society; and the law 
has not restricted the right to make them within any narrow limits ’’. The 
circumstances that constitute a privileged occasion, the Lord Chancellor went 
on, could themselves never be catalogued and rendered exact. But he gave 
warning that “there is . . . the essential need of safeguarding commercial 
credit against the most dange rous and insidious of all enemies—the dissemina- 
tion of prejudicial rumour. 

Taken by themselves, however, these dicta in the Greenlands case may 
create a false sense of safety, for it is clear that the defence of “ privilege” 
does not extend to all givers of information. Macintosh and others v. Dun and 
others (AC 1908, 390) is very much to the point here. This case was heard by 
the Judicial Committee of the Privy Council on appeal from the High Court of 
Australia and has accordingly no binding force in English courts, but as it was 
quoted with approval in the Greenlands case, it may be regarded as a guide. 
It was a libel action, and the only question for the Privy Council was whether 
the libels were published on a privileged occasion. The plaintiffs were iron- 
mongers in Sydney, New South Wales. The defendants operated, under the 

name of the “ Mercantile Agency "as a trade protective society “ in almost 
all parts of the civilized world ’’. The Mercantile Agency was a subscription 
society and its subscribers’ requests were sent in on a form that read: “ Give 
us in confidence and for our exclusive use and benefit in our business, viz. that 
of aiding us to determine the propriety of giving credit, whatever information 
you have respecting the standing, responsibility, etc., of se 

Lord Macnaghten, in his judgment for the ironmongers, said that com- 
munications injurious to the character of another may be made in answer to 
enquiries or may be volunteered. Ifa communication be made in the legitimate 
defence of a person’s own interest, or plainly under a sense of duty, such as 
would be ‘“ recognized by English people of ordinary intelligence and moral 
principle ’’ (see Lindley, L. J. in Stuart v. Bell, 2 OB 1891), it cannot matter 
whether it was volunteered or brought out in answer to an enquiry. But i 
cases near the line, Lord Macnaghten believed that the distinction may be 
relevant. In the Macintosh case, though information was asked for, it was 











ash 
one 
of 

tha 
law 
con 
His 
“st 
unt 
be 


whi 
con 
asst 
que 
eng 
con 
wit 
but 
par 
to I 
one 
give 
par 
mac 
und 
ban 
it 1 
Tesu 
nect 





STATUS INFORMATION 4] 


asked in response to an invitation to ask. There was not a sense of duty but 
one of self interest. Lord Macnaghten queried whether it was in the interests 
of society to extend a legal protection to such a concern. It was only right 
that the informing concern should take the consequences if it overstepped the 
law, for it was conducted for profit by certain people themselves wholly un- 
connected with trade. ‘‘ However convenient it may be to a trader,” concluded 
His Lordship, “to know all the secrets of his neighbour’s position, his 
‘standing’, his ‘ responsibility’, and whatever else may be comprehended 
under the expression ‘ et cetera’, yet, even so, accuracy of information may 
be bought too dearly—at least for the good of society in general ”’ 

This decision is over 40 years old, and the House of Lords’ judgment in 
which it is mentioned with approval dates back more than 30 years. The 
conclusion of the two cases, taken together, comes to this—that a mutual 
association of traders is covered by privilege when answering subscribers’ 
questions bona fide and without mz lice, but that a profit-making commercial 
enquiry service is not. That this attitude of the Courts is disregarded by 
concerns ‘‘ conducted for profit by certain people themselves wholly unconnected 
with trade’ is apparent from the flourishing activities of several such concerns 
but it would seem that they are partic ularly vulnerable to the attacks of libelled 
parties. Bankers may claim to be ‘‘ connected with trade ”’ and, to that extent, 
to be protected; but they should note that Lord Macnaghten’s judgment at 
one point draws a distinction between enquiries that have been sought by the 
giver of information and those that have come to him without an offer on his 
part. Can communications made in reply to the former class be said to be 
made in the legitimate defence of the informer’s own interest, or “ plainly 
under a sense of duty’? The question is worth pondering because at least one 
bank has recently advertised urbi et orbi its ability to answer status enquiries ; 
it is not necessarily clear that information shown to have been giv en as a 
result of such an offer would be protected even if supplied by a concern “ con- 
nected with trade ”’ 


To WHomM CAN INFORMATION BE GIVEN ? 


It is impossible to answer the question “‘ To whom can status information 
be given ?’’ with any certainty. Generally, in this matter, one banker gives 
information to another, and the information is hedged round with some such 
phrase as “‘ for your own private use’. Quite frankly, this proviso is known 
by both parties to be a bit of humbug, for ‘behind the enquiring banker lies the 
very visible shadow of the person who really wants to know. Recently, as 
experienced a banker as Mr. Tonkyn (Journal of the Institute of Bankers, June, 
1950) has expressed the opinion that it may be dangerous for a banker to give 
status information at the request of a non-customer even if it is passed through 
that non-customer’s bank as a precautionary formality. Mr. Tonkyn based 
his view on the generally recognized importance of the ‘‘ custom of the trade ”’ 
It can be argued against this view that requests for such information are so 
growing in frequency that what might still be held to be a departure from 
custom will soon have become common usage. This does not mean, however, 
that the growth of direct requests from non-customers is to be welcomed; 
there are many bankers who feel that this is a tendency that should be dis- 
couraged in the interests of the informing bank’s own customers. 
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When Bank A, acting on behalf of X, does ask Bank B about Y, students 
are sometimes referred to Batts Combe Quarry Co. v. Barclays Bank Lid. (1931, 
48 TLR) as an illustration of how safe Bank B is from the wrath of an X who 
feels he has been led astray by the information. The facts in this case were 
as follows: In December, 1928, the plaintiffs were asked by a Mr. Turner, 
trading as Turner & Co., to supply him with certain goods on credit. Turner’s 
bankers were the defe —, = they were asked by Lloyds Bank, the 
plaintiffs’ bankers, about the means, standing and respectability of Turner 
and whether he was trustworthy in the way of business for £500. Barclays 
reply was given to Lloyds Bank “‘ in confidence, for their private use only, and 
without any guarantee or responsibility on the part of the bank or its officials ’ 
and it said that Turner & Co. were respectable and considered trustworthy for 
business engagements that should include the figure mentioned. This informa- 
tion was passed on to the plaintiffs, who thereupon supplied goods on credit 
for £342. The debt was not paid and a further enquiry was made in August, 
1929. The reply given to this was that the firm was highly respectable and 
considered trustworthy for business engagements. In view of this, the plaintiffs 
refrained from taking immediate proceedings, and it was not until the following 
October that they went to court and secured judgment. Execution was levied 
but proved abortive, as the debtor had by then nothing that could be seized. 

The plaintiffs therefore brought an action, alleging that the defendant bank, 
in breach of their duty, failed to exercise reasonable care and skill to the best 
of their knowledge and in accordance with the material at their disposal. It 
was claimed that the defendants were aware, or could have been aware, that 
Mr. Turner was not in a financial position that justified the giving of credit; 
the plaintiffs also argued that when a bank gave status information to another 
bank, it was well known that the second bank was only acting as agent for 
the real enquirer and that the bank giving the information was under a duty 
to that enquirer. Defendants’ counsel submitted that an action against 
Barclays Bank could lie only if that bank had been guilty of fraud—there 
could be no negligence towards the plaintiffs because there was no contractual 
duty to take care as the plaintiffs were not customers of Barclays Bank. It 
was held that the plaintiffs could not succeed. 

The plaintiffs did not appeal to a higher court. Most bankers would say 
that this restraint was wise. Jt is not always remembered, however, that there is 
on record an earlier decision, Robinson v. National Bank of Scotland and another 
(53 Sc. L.R. 390, 1916), where the. House of Lords took steps to see that a 
careless opinion brought a penalty to the bank in whose name it was given— 
though the penalty extended only to costs and not to an adverse judgment. 
In this case, the National Bank of Scotland had the accounts of two brothers 
named Inglis. These men were co-guarantors with Robinson of a loan granted 
toa Major Harley by the London and South Western Bank. Harley went 
bankrupt and as the brothers Inglis failed also, Robinson was left with the 
obligation to repay to Harley’s bankers the money lent. Robinson thereupon 
brought an action against the National Bank of Scotland and their Partick 
agent. He alleged that he had agreed to act as a guarantor only provided 
Harley obtained on his behalf a satisfactory banker’s report upon the standing 
of his co-guarantors. He averred that Harley, in pursuance of this arrange- 
ment, asked the London and South Western Bank to obtain such a report, 
which they received in a letter from M‘Arthur, the defendants’ agent at 
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Partick. Robinson maintained that he was induced to become a surety in 
consequence of statements made in that report, that there was a failure to 
disclose material facts, and that the statements in the report were false and 
fraudulent. In the Outer House the case was dismissed with costs. It was 
held that the averment of falsity and fraud was unfounded and that Robinson 
had failed to prove that he relied on the statements made, or that M‘Arthur 
knew that his letter to the London and South Western Bank would be used to 
induce Robinson to give his guarantee. In the Court’s opinion the report was 
personal to the individual to whom it was addressed. It was also held that 
M‘Arthur had acted in good faith and within his legal rights. On appeal, the 
Second Division, by a majority, upheld this judgment. 

Robinson then appealed to the House of Lords. In the course of the hearing 

twas stated that at the date of M‘Arthur’s letter the brothers Inglis were each 
of them overdrawn £3,000 on an unsecured basis, and that for a considerable 
time the bank had be en pressing for payment. Faced with these facts the 
House of Lords found that there was no special duty owed by M‘Arthur to 
Robinson, that he and the National Bank of Scotland were not liable unless 
his representations were dishonest, and that their Lordships were not satisfied 
that the representations were dishonest. Nevertheless, although there was no 
intention to deceive, and although M‘Arthur was of opinion that the brothers 
Inglis enjoyed a good credit standing, he yet meant to influence those persons 
who should be interested in providing the contemplated loan. Robinson was 
such a person, and he was undoubtedly influenced by the letter (although it 
was not seen by him) to give his name as surety. Any ordinary person would 
have understood by M‘Arthur’s letter—-taking what it said and what it omitted 
to say together—to mean that the brothers Inglis were in good credit. First, 
the letter stated that the bank collected dividends, and that was untrue. 
Secondly, there was no mention of the overdrafts. On the whole, the letter 
was not a true statement, but the question was—did M‘Arthur believe it to be 
untrue ? It was quite possible on the evidence to hold that M‘Arthur, though 
culpably careless, was not fraudulent. It really did seem that he believed that 
the brothers would repay out of their resources; and that he accepted, though 
without proper enquiry, what the previeus bank agent had told him in regard 
to dividends. Though Robinson had no remedy in law, he had been ill-treated 
and the House would say that each side must pay its own costs. 

One imagines that the re port given by the National Bank of Scotland's 
agent can have had few equals in carelessness and error—and yet the bank 
escaped with no greater legal punishment than an order to bear its own costs. 
This decision, coupled with the Batts, Combe Quarry Case and the earlier 
decision of Parsons v. Barclays Bank (1910, see Vol. II Legal Decisions), makes 
it reasonably certain that it is a sheer waste of time for a non-customer to sue 
Bank A because of erroneous information given by Bank A to Bank B at the 
latter's request. For an action to succeed there must be proven malice and, 
even then, the plaintiff may fail on the ground that there is no privity of 
contract. This being so, it looks as if banks could safely give very full, and 
therefore helpful, information in response to other banks’ enquiries. Were 
this boldness to become the normal practice, and were direct requests from 
non-customers to be replied to through their bankers with cautious brevity, it 
should be possible to discourage the undesirable growth of “ direct ’’ enquiries. 
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IRELAND 


A Financial and Industrial my 


The Republic's Financial Position 
By G. A. Duncan 


(Professor of Political Economy, University of Dublin) 


principally because it is so small and artificial-a statistical entity. These 

problems have proved particularly great since the war: it is difficult to 
trace in the banking and balance of payments statistics the effects of major 
trends that are known to have been in operation. The main influences upon 
the Re public’s economy are not in dispute. For reasons that need not be 
detailed in this article, the saver in Re publican territory normally invests his 
savings, either directly or through his bank, in securities not domiciled in the 
Republic. The volume of such savings, whether voluntary or involuntary, 
was vastly increased by World War II (as it had been previously greatly 
increased by World War I), and after 1945 there was a natural tendency to 
“bring home the loot ”’ in the form of consumable imports; this tendency ‘vas 
reinforced by political propaganda about “ repatriating capital’ and by high 
levels of Government “‘ capital’ expenditure. Although the E.C.A. has flooded 
many million dollars into the country without equivalent exports, one would 
have expected that the net effect of all this would have been a sharp fall in 
the Republic’s external assets—especially as the tendencies just mentioned 
were reinforced by world price-inflation and by the sharp contraction of saving 
(or even net dis-saving) imposed upon the middle classes and upper income 
groups by high taxation and living costs. 

In addition, Government expenditure in the Republic has been steadily 
mounting, and is certain to go on mounting. The figures for the six years 
since April 1, 1945, have been respectively £53, £59, £65, £72, £81 and £85 
millions, and the Budget estimate for 1951-52 is £181 millions. Naturally, 
the various political parties that have shared power over the period are all 
blaming each other for extravagance. A substantial part of the increase has, 
however, been due to increases in pay for Civil Servants, police, elementary 
school teachers and other Government employees; and it is difficult to see 
how, given world inflation, any Government could have effectively resisted 
this pressure—unless it could have both insulated Republican prices from 
world markets and prevented any internal inflation. The possibility of realizing 
either of these conditions is extremely remote. The buoyancy of the revenue 
has, fortunately, kept the deficit accumulated on voted services over the six 
years down to £22 millions, and that without serious increases in taxation 
(even the farmers, who have been the principal beneficaries of post-war condi- 
tions and pay no income-tax to speak of, drink and smoke and bet). But the 
deficit mounted under the late Coalition Government; out of the six years’ 
deficit of {22 millions mentioned above, {15 millions accumulated in the 


T oni Irish Republic presents many problems to the financial statistician, 
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financial years 1949-50 and 1950-51, and another £12 millions is expected in 
1951-52. In addition, “ capital issues below the line (that is, all other net 
issues from the Exchequer excluding social insurance transactions) amounted 
to £16 millions in 1950-51 and are expected to be £17 millions in 1951-52, 
If this large and growing overall deficit were merely a temporary phenomenon, 
arising from the development programme, one would not need to take it too 
seriously; there is, however, room for doubt whether all the transactions 
undertaken by Government under the name of “ investment”, and as such 
regarded as a proper charge against borrowing, are genuine investment or 
really current expenditure masquerading under another name. 


THE GOVERNMENT AND THE BANKS 

What, now, of the effect of these trends on the published financial statistics ? 
A Government deficit in the Republic does not affect immediately the banking 
system in the same way as in London. Indeed, it would be true to say that the 
banks practising in the Republic are more sensitive to London than to Dublin 
Government finance. The Treasury here does not directly or indirectly borrow 
on short term from the central bank or the commercial banks as a whole or from 
its financial agent (the Bank of Ireland); it is also politically averse to dealing 
in the London money market, and there is no money market in Dublin. The 
E xchequer's first recourse when a deficit, whether seasonal or accumulatory, 
appears, is, therefore, to the departmental funds for ways and means advances. 
The two important funds in this connection are the Post Office Savings Bank 
Fund and the Savings Certificate Fund, which, together with time de ‘posits 
in the banks, represent the main outlet for “ small’ savings. The principal 
outstanding in Post Office and Savings Certificate accounts was £15 millions 
at March 31, 1937; £48 millions at the same date in 1946; and £68 millions 
in 1951. The expansion in both funds has been fairly regular since 1946. 

If the departmental funds prove insufficient to finance a deficit, the Exche- 
quer’s next recourse is to twelve months Exchequer bills, placed by negotiation 
with the banks. Borrowing on such bills is normally the preliminary to the flota- 
tion of a permanent loan to the public. In short, the sensitivity of the banking 
system in the Republic to Government financing is limited to periodic shiftings 
of assets, but a budget deficit should, over a period, cause a substitution of 
Republican for United Kingdom Government securities in the portfolios not 
only of the departmental funds, but also of the commercial banks and institu- 
tional and private investors. This process of substitution would naturally be 
reinforced by any growth of domestic private investment. 

These trends in Government financing and private investment are, however, 
exceedingly difficult to trace in the published statistics, particularly as the 
acceleration of the trend towards deficit financing has been comparatively 
recent. For example, the commercial banks’ holdings of domestic Government 
securities increased only from £8.1 millions in March, 1946, to {11.7 millions 
in March, 1951, while their holdings of “‘ other ’’ domestic securities (probably 
quasi-governmental in character) rose from {4.1 to {9.1 millions; there has 
thus been a total increase under the two heads of only £8.6 millions in five 
years. During the same period, the banks’ holdings of “ external "’ investments 
declined by £12.6 millions, but ard Sgures do not represent market values, 
and—as will be explained later ' : been affected deeply by other 
considerations. 
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The available statistics for external disinvestment outside, as well as inside, 
the banking system are shown in the balance of payments estimates in Table ITI 
on page 49. These, however, are inconclusive, and unfortunately are available 
only up to 1949. If the recorded transactions in respect. of Government funds 
including the P.C. Savings Bank and Savings Certificates of the United King- 
dom), life insurance capital payments, capital issues by companies, and private 
purchases and sales of securities through stockbrokers and banks in the Repub- 
lic are added together, the resultant for the four vears 1946-49, inclusive, is a 
trifling net increase of £2.7 millions in sterling holdings. This net result is, 
however, made up of an increase of {10.4 millions in 1946, followed by decreases 
of {1.6 millions in 1947, £1.9 millions in 1948 and 44.3 millions in 1949—figures 
that may indicate a trend likely to be accelerated in 1950 and 1951. On the 
other hand, it must be remembered that these figures, particularly in regard to 
insurance payments and private purchases and sales of securities, are far from 
comprehensive, and there is no reason to believe that those recorded are a 
representative sample of the unknown total. 


THE BALANCE OF EXTERNAL TRANSACTIONS 
The difficulty of tracing the effects of stimulated “investment ”’ and 
“repatriation of assets’’ on savings, banking and balance-of-payments figures 
remains even when the last-named are studied in greater detail. The funda- 
mental feature shown by the trade returns is the monumental rise in the so- 


TABLE I 
EXTERNAL TRADE OF THE IRISH REPUBLIC, 1946-50 
(£ millions 
1940 1047 [O45 1949 1950 


Imports . i gs 72 3 130 130 160 


Exports .. av és 40 4 40 61 72 


Trade Balance .. ee 32 - i - 87 - 609 - 88 
called adverse balance on merchandise trade since the 1930s. Table I brings 
out clearly the sharp development of the import spree in 1947 (the natural 
consequence of war-starvation), its gradual tapering to 1949, and its new 
burst of life in 19g530—a tendency that has been continued into 1951. The whole 
movement is, of course, partly a reflection of rising prices. It is, naturally, 
impossible to sort out on a technical basis those of the imports that represent 


TABLE II 
PRICE TRENDS IN THE IRISH REPUBLIC, 1946-51 
At March 31: 

1940 19047 LG40 1049 1950 I95I 
Imports bi ‘3 100 114 I 119 122 144 
Wholesale “ie ee 100 105 ‘< 115 21 139 
Exports os ny 100 90 120 121 22 142 
Agricultural .. ne 100 106 123 126 130 144 


"capital equipment ’’ brought in for the investment programme from those 
that represent consumers’ goods, or to make the equally futile distinction 
between essential and non-essential consumers’ goods. But it is possible to 
show that the deterioration of the balance of trade has not been due to adverse 
developments outside the Republic. The course of certain prices in the last 
ive years is shown in Table II. It will be seen that, although variations in 
tempo between 1946 and 1951 are observable, the final results in 1951 are very 
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closely congruent—in spite of very reasonably-founded dissatisfaction with the 
prices for many products currently paid by the United Kingdom’s Ministry of 
Food. It is clear, therefore, that the reason for the Re ‘public's adverse balance 
of trade in recent years does not lie in an unfavourable turn in the terms of 
trade, but in a phenomenon of volume. 

Several questions may be posed here. First, of the total import-surplus 
of £367 millions accumulated over these five years (more than the Re ‘public's 
total national income in 1950), how much was financed by liquidation of assets 
and how much by current income? Secondly, of the portion financed by 
liquidation, how much re-appeared in the Re ‘public as “ investment ” (however 
artificial), and how much as consumption ? Thirdly, Bes much of the external 
dis-saving due to increased consumption represented the natural “ blueing ” 
of enforced war-time saving, and how much resulted from the farmer-labour 
squeeze on the professional and middle classes ? Finally, what has been the 
effect of the gradual squeezing out from the Republic of the political and 
religious minority, balanced by the inflow of refugees from socialism in the 
United Kingdom ? All these are interesting and significant questions—but the 
present statistical set-up gives one no hope of answering them. That, perhaps, 
is just as well, because the degree of inquisition necessary to obtain even 
approximate answers is appalling to contemplate. 

The most that can be done is to examine the ways in which th: import 
surplus is believed to have been financed. The relevant statistics are set down 
in Table III. It will be seen that there are three items, other than the trade 
balance, shown as “ current " transactions. These are: 


(1) Smuggling. It is probable that the balance of value now moves from 
south to north and not in the reverse direction, but it is naturally 
impossible to obtain exact information. 

2) Tourist receipts. These include the re-export of some imported goods 
by persons travelling from the Republic to the United Kingdom; 
such transactions are theoretically covered by “ tourist expenditure ” 
even when the re-export is strictly a smuggle. In practice, however, 
the estimate of tourist expenditure is very hazardous and, in all 
probability, the value of such “ temporary imports,’’ which are 
imported only to go back whence they came in travellers’ stomachs 
and bags, is much greater than is allowed for. 

(3) Net current income from external investments, remittances and pen- 
sions (the last two of which are in fact the income from a kind of 
investment). Here, again, the probabilities are that the official 
figures are not even approximately exhaustive. 


The sum of these three “ current ”’ items and of the trade balance make up 
the total balance on current account. It will be seen, therefore, that the 
estimate of this balance for the Irish Republic, as shown in Table ITI, is almost 
certain to be inaccurate. The same, of course, is true of the estimate of the 
net borrowing or lending that was needed to finance this balance. Three sorts 
of capital transactions are distinguished in Table III. The first two ot these 

-borrowing within and without the banking system——have already been dis- 
cussed (on pages 46-47). The third is the E.C.A. contribution, w hich amounted 
to £17 millions in 1949, of which £16 millions was technically a loan. £.C.A. 
aid to the Irish Republic replaced drawings that would otherwise ha v~ been 
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made on the sterling area’s dollar pool (and therefore also upon the Republic’s 
sterling assets). It provides, therefore, a net injection, as well as a Counterpart 
Fund for politicians to play with in a way unknown in the United Kingdom. 

The most remarkable feature of Table III is the magnitude of the total of 
“errors and omissions ’’ in the last line, relative to the magnitude of other 
items. It is, however, worth focusing some attention on the statistics of net 
external borrowing or lending through the banking system. If the Republic’s 
“adverse trade balance "’ had been a reasonably true count, and if there had 
not been a great deal more private selling of United Kingdom securities than 
the official net has trapped (which one suspects to have been the case), then 
the sterling holdings of the commercial banks should, over the last few years, 
have borne some recognizable relationship to the adverse balance of payments 
on current account (so far as known). No such relationship exists in the avail- 
able statistics. Gross banking business has, inevitably, responded to the general 
and local inflationary influences—hetween March, 1946, and March, 1951, the 


rasLe III 
FINANCING OF REPUBLIC’S IMPORT SURPLUS, 1946-50 


(4 millions) 


1940 1947 1g4d 1049 1950 
Trade Balance (Table 1) ; is + 32 Ol 87 69 - 88 
Other current transactions : 
Smuggling balance earned .. eS iss n.a. n.a na. n.a. na. 
fourist balance (incomplete) iN ig -18 28 33 + 28 n.a. 
Dividends, remittances, pensions . . : +21 21 20 +20 na. 
lotal ‘‘ Other current transactions” .. + 39 49 53 + 48 na. 
Balance on current account .. ila ool + 7 42 34 -21 n.a. 
Capital transactions :* 
Outside banking system : , ea 10 2 2 + 4 n.a. 
[hrough banking system .. és 3 10 16 ) 20 na 
E.C.A oy a 7 “s -s +17 na. 
Balance not accounted for, or accounted for 
only by errors and omissions* +13 24 20 + 20 n.a. 
* Borrowing or receipts by [rish Republic shown as ), lending shown as (— ) 


note issue has gone up from £42 millions to £56 millions, the banks’ balance 
sheet totals have risen from £337 millions to 4420 millions, their deposits from 
{295 millions to £370 millions, the weekly clearings from £10 millions to {19 
millions, and average daily debits from £4 millions to £7 ‘millions. But the 
movement in the banks’ extra-Republican assets is surprising. It is true 
and at first sight this seems a confirming statistic—that the net “ foreign ”’ 
assets of the banks practising in the Republic rose from £153 millions in March, 
1946, to £162 millions in March, 1947, and then dropped irregularly to £119 
millions in March, 1951. But the gross “ foreign’’ assets of the banks were 
still {252 millions in 1951 against {258 millions in 1946; most of the net 
decrease is therefore accounted for by an increase in the banks’ “ foreign ”’ 
liabilities (i.e. the increase of their business in Northern Ireland); the rest is 
accounted for by the confiscation of their note issues and corresponding transfer 
of assets to the Central Bank of Ireland. 


INVESTMENT AND THE IRISH ECONOMY 

To sum up: There is no doubt that the Irish Republic, like much of the 
test of the Western world, is going through a social revolution powered by 
welfare slogans and unthinking benevolence on the one hand—and by financial 
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incontinence and fiscal parricide on the other. Very few of the effects of this 
revolution, however, can be analysed in the available financial statistics. In 
the Republic one can follow the rising level of governmental expenditure and 
deficits, and even relate these to less secure calculations of social income; one 
can trace the mounting volume of banking business—in note issues, deposits 
and clearings—consequent upon Government inflation; one can see the effects 
on more or less good price-indices and more or less complete enumerations of 
commodity-trade crossing meaningless political boundaries—all these can one 
do, but on the fundamental distributive questions there is really no firm informa- 
tion available. Moreover, those statistics that are available are puzzling. So 
far as one can see the fairly definite and large import surplus of the Republic 
since the end of the war, and the much-publicised “ repatriation of foreign 
assets for domestic investment,’ have not produced the effect upon the Repub- 
lican banking and similar statistics that one would a priori have expected. 
The explanation must lie in the inadequacy of the statistics, unless qualitative 
impressions are entirely wrong. 

It may be worth while to conclude by citing two interesting sidelights that 
reveal some of the problems now facing the Republic and its “ investment 
programme ”’. First, the Hospitals’ Sweepstakes have accumulated many 
million pounds which, pending Ministerial decision on their use, were invested 
in United Kingdom Government securities. The recent dispersal among 
sanatoria and other bodies of a large part of this accumulation has created 
both a political and a statistical problem. The second revealing sidelight is 
that the major portion of the E.C.A. counterpart funds is being used for agri- 
cultural development—despite the fact that farmers are not really short of 
funds. For some time now, the agricultural population has been putting by 
sizable sums, which have immediately swelled the banks’ time-deposits and 
therefore their “ foreign ’’ assets; some of these moneys have later been wasted 
on land purchase at inflated prices, and some have remained idle in the banks. 
Very little has been ploughed back for farm improvement. With all his 
experience of the dishonesty of inflation, the Irish peasant (who has not yet 
had such drastic education as in France, Germany and Poland) still prefers 
to put his money in the bank rather than in development of his holding, so 
that agricultural development has had to wait until a Minister for Agriculture 
can lend—for liming, draining, manuring, farm-building, and so on—American 
funds that no one ever expects to repay. 
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Ireland’s Industrial Prospects 
By Professor John Busteed 


(Head of Dept. of Economics, University College, Cork) 


primitive. Only a generation before, the farme: had been a rack-rented 

tenant-at-will, with no worth-while tradition of agricultural technology. 
The only sizable manufactures in the country were Guinness (brewing) and 
Jacobs (biscuits), and there was little tradition of industrial enterprise or 
managerial know-how. In the light of this, the progress made since 1922 is 
remarkable—though falling very far short indeed of the standards achieved 
in other small countries, such as Denmark. The first Free State Government 
engaged in a cautious scheme of protectionism, which was later much inten- 
sified, and there ensued a relatively impressive industrial development and 
the gradual emergence of a new managerial class. Many of the latter were 
merely of the get-rich-quick type, but the genuine development was sufficient 
to make a complete change in the mentality of the Irish investor. The present- 
day Irish investor has a serious interest in the Irish industrial share market. 

The national income, expressed in real terms, has been steadily rising, 
especially recently; it is now some 20 per cent. above pre-war and continues 
to rise. This has led to demand for a wider range of consumer goods, which 
are at present largely imported; higher internal purchasing power is, however, 
bound to lead to further development of domestic secondary industries. 
Although consumer purchases in Dublin are some three times as much per 
head as in remoter parts of the country, there has lately been a noticeable 
increase in demand from the agricultural community, whose share in the 
national income is rising. This share, however, is still less than 50 per cent., 
although the majority of the population lives by agriculture; factory employ- 
ment, which increased from 58,000 in 1926 to 123,000 in 1948, still absorbs 
only about one-fifth of the working population. 

The main source of industrial development has been processing of products 

by-products of the agricultural community. In early days, these provided 
sinak for brewing, tanning, boot and shoe making and bacon, butter and 
woollen manufacture; apart from brewing and butter-making, these activities 
have, however, been severely curtailed by foreign competition. 

Rainfall and te mperature has made Ireland the greatest herbage area in 
the world. This advantage is not adequately exploited owing to lack of know- 
ledge of grassland technique. Because of the easily available, even if inferior, 
grass, it was perhaps inevitable that the nineteenth century should develop 
on the basis of the bullock, exported ‘‘ on the hoof ’’ to Britain. To-day the 
dairy interests continue to be subordinated by official policy to the beef 
interests, with the result that the ‘‘ dual-purpose ”’ Irish cow has only half the 
milk yield of the Dutch or Danish cow. Production of live cattle for export 
has in itself small labour content and is not likely to provide materials for 
factory processing, particularly as it is British policy, as well as to the advantage 
of the cattle-exporting interests, to require delivery on the hoof. There has, 
however, been some development in beef canning for other markets and a 
certain amount of beef processing for the American market. Dairy produce 
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provides a much wider basis for processing—butter, cheese, chocolate crumb, 
condensed milk, dried milk, casein, and so on. Here production could be 


indefinitely expanded by having a better cow, better fed. As it is, however, 
output of dairy products is not enough to meet even domestic demand. 

One impressive manufacture based on agriculture has been that of beet 
sugar. Started in the teeth of violent opposition (it was called in Parliament 
“a white elephant ”), it is now producing at a cost below that of other beet- 
sugar countries. If there were a surplus of Irish sugar above domestic needs 
at present (which there unfortunately is not), it cou be exported at a profit 
to Cuba. Expansion in beet-sugar output would provide valuable export 
outlets for chocolate crumb, condensed milk and confectionery. Other Irish 
primary products that could serve as a basis for expansion of domestic industry 
are flax, wool and forest products. Flax growing for domestic spinning and 
weaving was once widely established in the area now comprising the Republic; 
this industry is now being re-established on a factory basis. Native wool, 
once a drug on the market, is being more and more incorporated in the weay ing 
of cloth and carpets, and forest products should also supply material for a 
wide range of processing in due course. At the setting up of the State, Ireland 
was denuded of forests. The effort to reforest has been lacking in both vigour 
and imagination, but alreadv one British company has a very profitable factory 
making wall-board from forest waste. 


RESOURCES FOR INDUSTRIAL EXPANSION 


What, now, of Ireland’s other potential sinews of industria! expansi1 
its mineral wealth, its power resources and its transport system? No ade oats 
mineralogical survey exists for the Republic, but it seems that the country 
has little mineral wealth except some low-grade ore. The various mineral 
workings, under pressure ot foreign competition, were closed down long ago. 
Foreign competition has, however, lost many of its former advantages by the 
great increase in wages of foreign labour, the increase in trans-ocean fre ights 
and the exhaustion of the richer ore deposits. The working of low-grade ores 
in Ireland has therefore again become a commercial proposition. There are 
various available deposits of copper, lead, phosphate rock, barytes, pvyrites 
and silica, as well as numerous types of clays and sands useful in a variety of 
industrial processes. 

For power, the Republic has hitherto depended very much on British coal. 
This source has become unpredictable and there has been a large turnover 
from coal-buining plant to electric, vil-burning and peat-fuelled plant. The 
first hydro-electric scheme was initiated in 1927 (again in the teeth of violent 
opposition; it was another “ white elephant ’’). Output increased between 
1931 and 1950 (earliest and latest available figures) from 149 to 728 million kwh. 
This is not nearly sufficient to satisfy domestic demand and a number of new 
efforts to expand production by water-power and peat-fuel are under way. 

As far as transport is concerned, the railway services of the Republic are 
far from what could be desired, but they bear favourable comparison with 
other countries. Road transport is a special problem because the country 
was roaded long before the invention of the internal-combustion engine. No 
vision has been shown (perhaps because of the immense cost) about the com- 
plete re-roading of the country. Yet bad roads are an important cost-factor to 
industry. Similarly the reconditioning of the minor ports around the coast is 
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a factor of importance, especially to new extractive industries in remote 
places. For a sea-girt country the almost complete absence of native shipping 
enterprises is a matter for wonder. Something to redress this position has been 
done by “ Irish Shipping ’’, a very successful State enterprise. There are, 
however, first-class airports at Dublin and Shannon—and the latter is a 
customs-free port. 

‘he Republic has certain advantages over most other foreign countries in 
the nature of its labour force, its record of financial stability and the attitude 
of its Government towards manufactures. It is true that the labour force has 
little tradition in mechanics or other factory technique, but its standards of 
intelligence and education are high and all reports about industrial aptitude 
are favourable. Although trade unionism is highly organised and restrictive 
practices exist, the latter are perhaps less troublesome than elsewhere. Irish 
labour has always shown a sturdy and sometimes headstrong militancy under 
erievance, but industrial relations are excellent by international standards. 
In the monetary field, O.E.E.C. investigators of the European economy in 
their 1950 Report noted that Ireland had maintained a substantial degree of 
financial stability. The country is justifiably proud of its stable and old- 
established banking system, whose business is conducted on very conservative 
lines. If allowance is made for the change in the \ value of money, bank advances 
to trade and industry are less now than in 1914. Financing, however, can be, 
and is being, done from Britain, because British money is automatically 
interchangeable for Irish. 

Manufacture in the Republic has to be conducted under the conditions of 
the Control] of Manufactures Act. The main idea behind this Act was to 
ensure that ownership of industry should be in native hands as far as reasonably 
possible. In the administration of the Act, however, less and less sympathy 
tends to be shown to the native manufacturer who wishes to have an easy- 
going monopoly. The Department of Industry and Commerce has the respon- 
sibility of surveying industrial possibilities and of advising and helping those 
who wish to inquire into the possibility of investing in the country. A quasi- 

independent body, the Industrial Development Authority, was established 
some three years ago, but the new Government that came into office last 
month will probably merge the activities of this Authority with those of the 
Department of Industry and Commerce. The latter is the most obvious place 
for any inquiries from abroad to be sent. 

One other point deserves to be made at this juncture. The citizenry of the 
Republic is homogeneously anti-Communist. Delicate and fundamental political 
matters relating to Partition have held up the question of military alliances, 
but these considerations do not concern us in this survey. Nor should they 
concern the question of the production of war materials from the Republic, 
which is a matter of private enterprise. Now that bottlenecks in manpower 
and other resoucces have created serious difficulties in the United States and 
elsewhere, it is surprising that the resources of the Republic in plant, materials 
and manpower have been overlooked. 

lreland’s main weakness, even yet, is lack of technological know-how. A 
great chance was lost when no positive effort was made to offer a home to the 
great numbers of special refugees who were taken by the United States and 
Britain in the post-war years. To-day there must be many factory owners 
in Western Europe who would prefer to transfer to Ireland. 
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Argentina 

CONFERENCE of Provincial Ministers of Finance under the chairmanship 

of the Federal Minister has recommended changes in the system of taxation. 

The most important proposal is that the Government should introduce legis- 
lation imposing a levy of 2 per cent. per annum for a period of ten years on th« 
capital and reserves of joint stock companies in substitution for the present inheri- 
tance tax. The proposed legislation would exclude investments in shares from 
inheritance taxation. Other recommendations by the conference were that taxes 
derived from personal work should be reduced, the existing domestic tax on luxury 
soods modified and the increase to 8 per cent. in the sales tax on exports prolonged 
for a further three years. 


Australia 

The balance of payments statement for the second half of 1950 shows that 
drawings on the sterling area dollar pool during this period were limited to $2 
millions, compared with $35 millions in the corresponding period of 1949. Austra- 
lian exports to the United States and Canada increased by $31 millions between 
the two periods, while imports from these countries declined by $16 millions. 
A drop in the net invisible deficit from $39 millions to $32 millions brought the 
total improvement on current account with the dollar area to $56 millions, but 
this was partly offset by a decline in the net inflow of dollar capital from $23 
millions to $5 millions. 


Brazil 


The Bank of Brazil has suspended the regulation introduced in March, 1950, 
which required the payment in cruzeiros in Brazil of all freight charges on imports 
into the country. For the rest of 1951 the Bank of Brazil will release foreign 
exchange for imports and for the corresponding freight charges simultaneously. 
This adjustment will relieve shipping companies of the need to apply for foreign 
exchange. Another notice issued by the Bank of Brazil allows immediate cover 
in foreign exchange for imports payable in convertible currencies even when 
licences have been granted with such stipulations as “‘ payment against delivery of 
merchandise within a period of 30 days” or “‘ payment after arrival of goods in 
equal and successive monthly instalments ’. The Bank of Brazil has been given 
authority to reduce by 3 per cent. the rate for re-discounting paper covering 
merchandise exports. 

The British Chamber of Commerce in Rio de Janeiro has stated that Brazil's 
sterling position has recently materially improved and that considerable progress 
has been made in the settlement of all forms of remittances arrears. The Brazilian 
Government has, however, passed a measure increasing from 5 per cent. to 8 per 
cent. the general tax on remittances from Brazil to other countries. 

The annual report of the Bank of Brazil states that the expansion of banking 
activity in the country was on an unprecedented scale in 1950; total deposits rose 
from Cr. 64,026 millions to Cr. 84,800 millions. President Vargas has approved 
the Finance Minister’s plan for the establishment of a Banco do Nordeste do 
Brasil to finance agriculture and irrigation projects in the north-eastern states. 


Canada 
Estimates for Anglo-Canadian trade in the year beginning on July 1, 1951, 
have been drawn up by the Canada-United Kingdom Continuing Committee on 
Trade and Economic Affairs. These contemplate an increase of 50 per cent. in 





* Other current international banking news is discussed in ‘A Banker’s Diary ’’, on pages 1-6. 
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the value of Canadian exports to Britain over their level in the calendar year 1950, 
The Minister of External Affairs has referred to this forecast as representing a 
major change in the trend of British imports from Canada. The Continuing Com- 
mittee also considered that Britain might be able to get increased supplies of raw 
materials from Canada and it urged the need for the continuation of the British 
export drive to Canada. A Canadian Association of British Manufacturers and 
Agencies has been formed to promote trade between Canada and the United 
Kingdom. The Dollar Exports Board has stated that the establishment of the 
new association is the final step in the co-ordination of existing organizations 
working for the development of trade between the two countries. 

The Dominion Government has granted the World Bank permission to utilize 
for lending purposes a further $7.5 millions of Canada’s local currency subscription 
to the bank’s capital. 


Chile 


lull details are now available of the agreement that has been concluded with 
the United States and that provides for an increase of 3 cents per pound in the 
price to be paid by the United States for Chilean copper. It is expected that this 
agreement will materially expand Chile's dollar income. Extra receipts on the 
basis of the present level of copper production are estimated at some $20 millions 
a year, and if output can be increased to the extent contemplated by the agreement 
this figure may be raised by another 25 per cent. It is thought, however, that 
increased Chilean expenditure on imports will absorb a substantial part of the 
additional receipts. The Chilean Government has reserved for itself the whole 
of the proceeds of the increase in the copper price, so that its budgetary position 
will be materially eased. 


Ecuador 


The Monetary Board has authorised the Central Bank to finance letters of 
credit covering the import of articles required for industrial production or the 
advancement of agriculture. This finance will be available on the condition that 
an initial payment of 25 per cent. of the value of the import is made when the 
credit is opened, a further 25 per cent. within six months of the arrival of the 
import and the remaining 50 per cent. within nine months of arrival. 
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The Irish Department of Finance has offered holders of 5 per cent. Second 
National Loan, 1950-60, of 4} per cent. Third National peg 1950-70, of 4 per 
cent. Conversion Loan, 1950-70, and of 4 per cent. Exchequer Bonds, 1950-60, 
conversion into equal nominal amounts of 3} per cent. Exchequer Bonds, 1965-70. 
Holders accepting the offer will be given a cash bonus at the rate of {1 for every 
{roo of stock converted. Bonds issued as a result of the offer will rz ink fart passu 
with other Government stocks. The Government intends to redeem any out- 
standing amounts of the above-named callable stocks that are not converted into 
the new issue. 


France 


[he outgoing National Assembly rejected the proposals for additional taxation 
formulated by the Government to cover the expected Budget deficit for 1951. In 
the final revised form in which it was approved by the Assembly, therefore, the 
Budget Bill provided for ordinary expenditure of Frs. 2,728,000 millions and extra- 
Budgetary expenditure of Frs. 100,000 millions. This left an indicated deficit of 
Frs. 000,000 millions—on the assumption that American aid to France comes up 
to expectations. 


Germany 

Tripartite Commission on German Debts set up by the Western Occupation 
Powers has reached agreement with the Federal Government on a procedure for 
arriving at a settlement for German external debts. It is intended to hold a full- 
dress conference of interested Governments and representatives of debtors and 
creditors in London in September. As a result of this conference and of certain 
preliminary discussions that are preceding it, it is hoped to conclude an inter- 
governmental agreement establishing the general conditions under which out- 
standing debts will be settled between debtors and creditors. The Allied Govern- 
ments believe that the objects of the settlement should be to eliminate Germany’s 
default to the greatest possible extent, to permit a return to normal debtor-creditor 
relationships, to contribute to the recovery of Germany’s external credit and to 
facilitate Germany's eventual compliance with the obligations of the International 

Monetary Fund and the Organization for European Economic Co-operation. 
The Bonn Government has announced that Western Germany showed a surplus 
of over $81 millions in E.R.P. operations in May and thereby completed repay- 
ment of the special E.P.U. credit of $120 millions granted to her earlier this year. 


Honduras ; 


[he Honduran National Development Bank, which was set up at the beginning 
of July, 1950, to assist new capital projects, granted loans to a total value of 
U.S. $482 millions in the eight months to the end of February. It also participated 
in the preparation of a programme for highway development costing $20 millions. 
Under a contract with the Ministry of Finance, the Bank of Honduras, one of the 
country’s two private banks, has recently opened a new department that will be 
concerned with the granting of long-term loans to agriculture and industry. 


India 


lhe Indian Finance Minister has announced that India made a net contribution 
of $85 millions to the gold and dollar reserve of the sterling area in 1950. During 
the first four months of 1951 there was a further net contribution of $13 millions. 
The Minister believes, however, that India will probably run into a dollar deficit 
in19g51. In view of this, and of the present dollar position of the sterling area as 
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whole, the Indian Government does not consider it desirable at the present time 
to re-sell to the International Monetary Fund the dollars purchased from it in 
previous years. The Minister also revealed that India’s sterling balances had 
recently increased to 4064 millions and added that it was the policy of the Govern- 
ment to allow imports of goods and services essential to the economy within the 
limits set by total foreign exchange receipts (including sterling releases). , 
The Government has imposed a ban on the export of silver bullion from India. 
Since silver prices in India are materially higher than elsewhere, there is currently 
little incentive to export silver from the country and the official move seems, 
therefore, to be of a purely precautionary nature. 


Iran 

Che cash reserve of the Iranian central bank, which reached a dangerously low 
level in mid-March, has since shown an appreciable recovery; it stood at 1,000 
million rials in mid-April compared with 500 million rials a month earlier. Part 
of the improvement has been attributed to the Government's action in calling in 
large denomination notes. This is said to have caused large illegal foreign holdings 
of Iranian notes to return to the country for exchange into gold and dollars in the 
black market. 


Israel 
The Palestine Economic Corporation, in co-operation with the Palestine Cor- 
poration (a concern founded by prominent Jews in Britain), is establishing a new 
bank called the Union Bank of Israel. This bank will have a capital equivalent to 
f1 million sterling. 


Malaya 
fentative Government proposals to damp down internal inflation by freezing 
part of the colony’s tin and rubber earnings have drawn opposition from the 
rubber industry. The Government plan provided for the setting aside in a 
Stabilization Fund of part of the proceeds of the exports of these commodities, 
with the proviso that such funds should be used for the subsequent benefit of the 
industry. 
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South Africa 


The Union’s Minister of Economic Affairs, Mr. Louw, has drawn attention to 
the difficulty that South Africa is experiencing in obtaining adequate imports of 
tinplate, sulphur, lead, zinc, cotton and jute. The Government has granted 
25 per cent. increase in quotas to certain importers of raw materials for the second 
half of 1951. The Minister pointed out, however, that the recent relaxations of 
general import restrictions had brought the Union’s imports up to 60 per cent. of 
their total in 1948 and he expressed doubts whether it would be possible to make 
further adjustments in the near future. He asserted that the Government was 
ywainst making new concessions at present. 

Mr. Louw also announced that the Union's unfavourable trade balance, before 
allowing for gold exports, was reduced from {217 millions in 1948 to £59 millions 
in 1950. After allowing for gold exports, there was a favourable trade balance of 
{21 millions in 1950. 

Spain 

fhe Minister of Industry and Commerce has sought to justify the large indus- 
trial theo ecoiig programme on which the Government is embarking on the 
erounds that it will eventually curtail Spain’s need of foreign manufactured goods 
and thus save foreign exchange. The Minister emphasized that the semi-official 
projects that are being undertaken do not enjoy any preferential treatment when 
compared with private enterprises, and are not being granted an unduly large share 
of foreign exchange allocations. The Minister complained that the U.S. Export- 
Import Bank loan of $62.5 millions is not being made available to Spain as readily 
as had been hoped. 


Turkey 


The Government is seeking Parliamentary approval for a bill authorizing and 
protecting the investment of foreign capital in the country—providing that that 
capital is “‘ conducive "’ to the stimulation of exports or otherwise benefits the 
national economy. It is proposed that annual transfers of interest and dividends 
should be limited to 10 per cent. of the total amount invested but within those 
limits should be free of foreign exchange restrictions. After three years the whole 
or any part of the capital sum invested would be allowed to be transferred abroad. 
In all other respects, foreign capital would enjoy the same rights, exemptions and 
other facilities as domestic capital. The bill also empowers the Minister of Finance 
to guarantee any long-term loans made by foreign investors in industry, agriculture, 
communications, public utilities and tourism, but lays down that the gross amount 
of these guaranteed loans must not exceed the equivalent of £300 millions. 


United States 

The new foreign aid programme outlined by President Truman provides for 
expenditures totalling $8,500 millions. Of this sum, $6,250 millions is to be devoted 
to the defence of friendly countries and the balance to covering the cost of economic 
assistance in support of expanded defence efforts abroad. Mr. Truman has also 
asked Congress to increase by $1,000 millions the lending authority of the U.S. 
Export-Import Bank, pointing out that the additional funds are needed for 
development loans abroad, especially those that will increase the flow of strategic 
materials to the United States. 

There has been a marked slowing down in the volume of new bank lending. 
This seems to be mainly due to the fact that the banks can no longer secure the 
funds for such lending by selling Government securities to the Federal Reserve at 
the old pegged price. In addition, the voluntary credit restraint programme 
introduced in March may have played some part, by curbing the amount of lending 
for non-essential purposes. 
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Urugua y 


A new meat agreement has been concluded with Britain. This provides for the 
sale to Britain of a minimum of 23,000 tons of meat and meat products in the 
year to April 22, 1952, at prices similar to those laid down in the Anglo-Argentine 
agreement. The British Government has agreed to make Uruguay a payment of 
£1.5 millions as a final adjustment of prices for meat shipped prior to the suspension 
of meat trading in 1950. Discussions are to take place between the two countries 
early in 1952 about prices and other arrangements for meat shipments after the 
present contract expires. Negotiations on trade in other commodities between the 
two countries are to continue, while outstanding financial questions are to be 
settled between the central banks of Britain and Uruguay. 


Appointments and Retirements 


Australia and New Zealand Bank—The Hon. G. C. Gibbs, C.M.G., to be chairman; Colonel 
A. T. Maxwell, T.D., to be deputy chairman and chairman of the Standing Committee. Mr 
G. C. Cowan and Mr. C. E. Murch to be head office managers in London. Mr. A. R. L. Wiltshire 
C.M.G., D.S.O., M.C., V.D., and Mr. W. H. Thomas to be joint general managers in Melbourne 
Bank of British West Africa—Sir Francis Beane has relinquished his appointment as chairman 
but will retain his seat on the board. The Rt. Hon. Lord Harlech, K.G., P.C., G.C.M.G., has 
been appointed chairman. 

Barclays Bank—Birmingham District: Mr. F. Seebohm, from York, to be a local director 
Brighton District: Mr. M. Buxton to be local directors’ assistant. Luton District: Mr. A. G. Boyd, 
from Windsor, to be a local director Windsor District: Mr. 5 F. O’Sullivan to be district 
manager. York District: Mr. H. D. Crawford to be a local director. Metropolitan Managers’ 
Office: Mr. H. S. Webb to be a Metropolitan manager. Barnet: Mr. N. A. Wilson, from Potters 
Bar, to be manager. Oxford Circus: Mr. W. K. Oldland, from Warren Street, to be manager 
Potters Bar: Mr. G. D. Faulkner, from Cannon St., to be manager. Purley: Mr. R. B. L. Moyle, 
an inspector, to be manager. Warren St.: Mr. G. F. Tomlins, from 451 Oxford St., to be manager 
Longsight, Manchester: Mr. A. L. Davies, from Cross St., Manchester, to be manager. 
British Linen Bank—Port-William: Mr. G. B. McNab Mirrlees to be manager in succession 
to the late Mr. J. Goodfellow. Head Office: Mr. J. A. Lang, from Paisley, to be secretary in 
succession to the late Mr. James Winton. Paisley: Mr. A. J. Hay, from Head Office, to be 
manager. Glasgow—Scotstoun: Mr. A. Breakey McNicol to be manager on retirement of Mr. A 
Haldane; Sandyford: Mr. D. Thomson, from Trongate, to be manager on retirement of Mr 
T. H. Reid 

Clydesdale & North of Scotland Bank—Aberdeen, Chief Office: Mr. R. D. Fairbairn to be 
assistant general manager, Northern area, on retigement of Mr. J. D. Petrie. Mr. J. W. Ollason, 
from Lothbury, London, to be superintendent of branches, Northern area. Prestwick: Mr. T 
Hamilton to be sole manager. Newton Stewart: Mr. J. S. MacAlpine, from Prestwick, to be 
manager. Dumfries, Buccleuch St.: Mr. R. Kirkland, from Newton Stewart, to be manager on 
retirement of Mr. A. Y. Russell Wishaw, Stewarton St.: Mr. D. Sutherland, from Main St., 


BOWMAKER LIMITED 


Industrial Bankers 


SPECIALISED BANKING FACILITIES FOR 
INDUSTRY — COMMERCE — EXPORT — IMPORT 
Head Office: London Office: 
Bowmaker House, Lansdowne, 


Bournemouth 61 St. James’s Street, 5.W.1 
Telephone: Bournemouth 7070 Telephone: GROS. 6611/6619 


BRANCHES THROUGHOUT THE UNITED KINGDOM 
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Wishaw, and Mr. J]. Blaney to be joint managers of the combined business. J/rvine: Mr. R. 
Howat, from Trongate, to be manager on retirement of Mr. J. Currie. Ayr, 81 High St. and 
Tam's Brig: Mr. J. Wylie to be sole manager on retirement of Mr. R. J. Hastings. Largs: Mr. 
lan S. Beaton, from Tam’s Brig, to be joint manager with Mr. J. Dunlop Bell. Gardenstown : 
Mr. R. Mackintosh, from Portgordon, to be manager. -Macduff: Mr. R. Goodlad, from Gardens- 
town, to be manager on retirement of Mr. J. M. Taylor. Portgordon: Mr. J. C. Thomson, from 
Harbour, Buckie, to be manager also at Portgordon. Crieff: Mr. G. A. Anderson to be sole 
manager on Mr. J. S. Brydie’s retirement. 

Comptoir National d’Escompte de Paris—Mrr. Pierre Rigaut, an assistant manager at Head 
Office, Paris, to be manager on retirement of Mr. F. J. Garnett, who has been appointed honorary 
manager and discount adviser. Mr. J. L. Clairembourg, sub-manager in London, to be deputy 
manager. 

District Bank—Cheadle, Cheshire: Mr. ]. Robinson, from Seymour Grove, to be manager. 
Vanchestey and Salford, Seymour Grove: Mr. H. C. Lovelock, from Sale, to be manager. 

Lloyds Bank—Head Office —Advance Dept.: Mr. A. T. J. Double to be an assistant chief con- 
troller; Chief Imspector’s Dept.: Mr. H. A. Beasley to be assistant chief inspector; Mr. C. J. 
Horlock, from Tonbridge, to be an inspector; Staff College: Mr. W. E. Roach to be an instructor. 
Leeds, District Office: Mr. M. H. Slater to be district manager on retirement, after more than 
48 years’ service, of Mr. G. Berry. 

Martins Bank—Mr. Peter Wrightson, O.B.E., has been elected to a seat on the North Eastern 
District Board. Sir John S. Barwick, Bart., has, after 35 years’ service, retired from this board. 
Mr. Herbert Holt has retired from the Leeds District Board. Bexhill-on-Sea: Mr. R. St. J. 
Adcock to be manager. Cockermouth: Mr. G. M. Park, from Dalton-in-Furness, to be manager. 
Dalton-in-Fuyness: Mr. J. E. Cooper, from Windermere, to be manager. Jersey, St. Helier: 
Mr. I. L. Chambers to be manager. London, Westminster (117 Victoria St.): Mr. H. A. Lewe, 
from Curzon St., to be manager of this new branch. Swanley: Mr. M. I. Ellis to be manager. 
Midland Bank-—Head Office: Mr. C. E. Trott, from Poultry and Princes St., to be a general 
manager's assistant. Mr. A. R. Collingwood, from Hull, to be a superintendent of branches. 
Mr. J]. T. Broadwith, from Liverpool, to be a superintendent of branches. London—South Ealing: 
Mr. J. D. Del Rivo, of Chancery Lane, to be manager; 92 Kensington High St.: Mr. J. A. Britt, 
of South Ealing, to be manager on retirement of Mr. H. C. Geer. Birmingham, Selly Oak: Mr. 
E. R. Withers, from Smithfield, Birmingham, to be manager on retirement of Mr. L. W. Frame. 


y: Mr. O. S. B. Jones, from Buckley, to be manager in succession to the late Mr. O. B. 
Evans. /lford, Cranbrook Rd.: Mr. K. M. Aedy, from Leigh-on-Sea, to be manager on retirement 


Conway : 


of Mr. K. M. Harrison. Leeds, City Squave: Mr. J. Simpson, from High St., Manchester, to be 
manager. Lytham: Mr. W. E. Ryder to be manager on retirement of Mr. J. N. Garner. Man- 
hester, High St.: Mr. D. A. Smith to be manager. 

National Bank of Australasia—The Rt. Hon. Lord Rennell of Rodd, 
the bank’s London board of advice. 
National Provincial Bank—Head Office: Mr. W. M. Truelove to be a controller, advance dept. 
Dorchester: Mr. G. C. D. Heseltine, trom Plymouth, to be manager on retirement of Mr. D. S. 
Parsons. J/lkeston: Mr. C. E. Stewart, from Nottingham, to be manager. Trowbridge: Mr. 
L. H. Simmers, from Whitchurch, to be manager. Woking: ¥ A. D. Dimmock, from Cam- 
berley, to be manager on retirement of Mr. V. C. Holland. Mr. J. Ainsworth, from Fenchurch 
St., and Mr. N. R. Shute, from Lincoln, to be inspectors of branc oa 

Union Bank of Scotland—Glasgow, Stockwell: Mr. L. Mackinnon Gibson, to be manager on 
Tetirement of Mr. F. W. Bremner. 


Westminster Bank—Mr. Malcolm McDougall has been appointed a director. Head Office 
41 Lothbury, E.C.2): Mr. H. E. Norris, from Slough Trading Estaté, to be a controller’s assistant. 


-} 


Stationery Office: Mr. C. Marriott, from Wembley, Kingsbury and Wembley Park, to be an 
assistant principal. Temple Bar: Mr. R. E. W. Mount, from Lombard St., to be joint manager 


with Mr. H. A. Lane, O.B.E 


K.B.E., C.B., has joined 


SIR’ WILLIAM GOODENOUGH 


Sir William Goodenough, the chairman of Barclays Bank from 1947 until his 
retirement through ill-health last February, died at his home in Gloucestershire 
on May 23. By his death the banking world has lost one of its most widely respected 
leaders, and the community as a whole has lost a distinguished public servant, at 
the early age of 52. His many services and achievements were noted in these 
columns last April, on the occasion of his retirement; it is with a deep sense of 
sorrow the City has learned of his untimely passing. 
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Banking Statistics 


National Savings 
(£ millions) 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Totaj 
(net) (net) (net)* Small (net) (met) (net)* Small 
19401V.. 10.8 17.9 m.8 40.5 1949 July .. 
Aug. .. 
toay ET... 39. 20. 27.0 &. Sept. .. 
ae ta 40. -7 - 19.6 17. Get. .. 
)) 2. >. 2. 34. Nov. .. 
aoe 16. , yp 8. Dec 
Jan. 
54- Feb. 
19. Mar. .. 
April .. 
May .. 
June .. 
July 
Aug. 
Sept 
Oct. 
Nov 
Dec. 
we. ». 
Feb. 
Mar. .. 
April .. 
fre 27.5 3.9 2.3 34.7 May 
* Including Release Benefit Accounts from July, 1945. 
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Ordinary Revenue and Expenditure 


Ord Ord. By Ord. 

Exp Rev. Deficit Quarters: Exp. Deficit 
£m. £m. £m. | £m. . fm. 
898 .1* 872. 25. song IV .. 736. 25.4f 


* *# @ 
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Treasury Deposit Receipts 
Raised 
ém 
200.0 


Redeemed 
#/m. 
142.5 
— 29.5 
140 oO 190 
55-0 
100.0 


Outstanding+ 
{m 
872.: 
405 
350 
595 
139. 525 
105. 420. 
So 340 
140. 253.5 
130.0 O4. 3190 
75 75. 319.5 


: 75.0 
last Saturday in each month, except at final month in each quarter 


90.0 


+t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
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Raised Redeemed Borrowing 
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25.0 


Net New Net New 
Raised Redeemed Borrowing 


25.0 = 25 


I9g5I 
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39.0 39.0 
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Britain’s Gold and Dollar 


(Millions of U.S. dollars) 


Reserves 


Net 
Deficit 


Reserves 
at end of 
Period 


Financed by 
U.S. and Purchases S. African 
Canadian from Gold 
Credits I.M.F Loan 
1123 


273 





Change 
E.R.P. in 
Reserves 
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618 
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4131 240 
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321 
143 


595 345 88 ° 
434 7 16 
300 - 
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IMPERIAL CHEMICAL 
INDUSTRIES 


INCREASED VOLUME OF BUSINESS 


SONUS ISSUE REJECTED BY 
PFREASURY 


HI 24th annual general meeting of 
Imperial Chemical Industries Limited 
was June 14 in London 





O.B.E., the chairman, in the 
1 his speech, said: For the first time 
n twenty vears our annual general meeting is 
held without Lord McGowan in the chair. 
he Board have paid tribute in their annual 
port to the outstanding services which Lord 
McGowan has rendered to our Company and 
to British industry throughout a long and 
i hed business career dating back to 
1889 when he joined Nobel's Explosives Com- 
Ltd in Glasgow Lord McGowan’'s 
ition at the end of last year from the 
Board of the Company and from the office of 
hairman is a sad loss to the Company and to 
is colleagues on the Board I have been 
associated with him for over fifty years, and 
t speak too highly of his personal 
ies and leadership which have brought 

the front rank of industrial leaders 


hout the world 























FRIBUTE TO LORD McGOWAN 


1 McGowan succeeded to the 
airmanship on the death of the first Lord 

1930, industry was in 
the worst trade depres 
sions in the history of this country, but under 
Gowan’'s inspiring leadership and wise 

the Company emerged safely, and 
laid down the burdens of office it must 
of great pride and pleasure 
o reflect that in 1950, after twenty 
ears under his chairmanship, the Company 
ad achieved the highest turnover and profits 








not surprising, aiter sO many vears of 
work and responsibility, that Lord 
should seek some respite, but I am 
to say that he has accepted the 

otter to become the Company's 
morary president, and it is in that capacity 








that he is with us on the platform today. On 
yur behalf, and on behalf of the Board and 
f all others who serve the organization, I 
should like to thank Lord McGowan for all 
tha+ } f 


that he has done for this great Company, and 
I trust that for many years to come he will 
enjoy good health and happiness in_ his 
retirement. 





3y the unanimous vote of my colleagues I 
was called upon to assume the duties of 
fairman of the Board from the beginning of 
this year With your support and sympathy, 
which you accorded in such full measure to 
Lord McGowan as chairman, I shall endeavour 





to the best of my ability to discharge the 
onerous duties of that office, and I count 
myself as fortunate indeed in having such 
colleagues to assist me and in being able to 
rely on the devoted and skilful services of all 
those who work in the organization. 


TURNOVER ACHIEVEMENT 

You will notice that the turnover for 
1950 was a record. Consolidated sales at 
£220,000,000 were more than 20 per cent. 
higher than those in 1949. Although part of 
the increase is due to increased prices, 1 am 
pleased to say that the greater part is attri- 
butable to an increase in the physical volume 
of our business. Exports were 25 per cent 
more than in t949, and were running at the 
rate of about {1,000,000 a week during 1950. 

You will also have noticed that the revalua- 
tion of assets has resulted in a very big increase 
in the capital reserves shown in the balance 
sheet These reserves at December 31, 1950, 
amounted to #{115,000,000, against £17,000,000 
a year before. Since we are firmly convinced 
that realistic figures for assets should be 
matched by realistic figures for capital, it was 
the intention of your Directors to capitalize a 
substantial part of these reserves and to make 
an issue to stockholders of shares credited as 
fully paid which would have brought the 
figures for issued capital-more into line with 
reality. An application was accordingly made 
to the Capital Issues Committee for the issue 
of such shares under a comprehensive scheme 
We have been notified, however, that His 
Majesty's Treasury is not prepared to give 
consent to this comprehensive scheme. No 
reason was given for the refusal. 


BUDGET CLOUD ON INDUSTRY 

Our prospects for 1951 are bright, but each 
vear brings its own special problems, and the 
role of prophet is a dangerous and thankless 
one. I will not assume it today. I can, 
however, say that the results for the first 
quarter of 1951 are encouraging. Turnover for 
that quarter was 20 per cent. higher than that 
in the corresponding quarter of 1950. 

The introduction of the 1951 Budget has 
cast a cloud upon British industry. The 
raising of the Profits Tax on distributions 
from 30 per cent. to 50 per cent. Means that, 
to pay a 5 per cent. gross dividend on any form 
of share capital, profits of 7.7 per cent. on that 
capital are required, apart altogether from 
profits which it is prudent to take to reserve. 

We are all in sympathy with any steps 
taken to prevent the avoidance by taxpayers 
of burdens placed fairly upon them, but the 
legal avoidance clauses contained in the 
Finance Bill go much beyond that. In their 
present form they appear to cover normal 
transactions entered into in the ordinary 
course of business and will seriously hamper 
the development of the overseas trade of the 
country. It is to be hoped that the method 
finally adopted for the prevention of tax 
evasion will not interfere so seriously with 
legitimate trading transactions. 


The report was adopted. 















































OTTOMAN BANK 


EXPANSION OF BUSINESS 


HE 3s4th annual general meeting of 
Ottoman Bank was held on June 20 in 
London 


Che Rt. Hon. Lord Latymer 
in the course of his speech, said 


When met last vear I to tell 
vou that we had signed a new agreement with 
the Turkish Government and I then hoped 
that that agreement would shortly be ratified 
by the Grand National Assembly of Turkey. 
However, the signature of that Agreement was 
followed almost immediately by a General 
Election in Turkey, which resulted in a change 
of Government The new Government has 
been fully occupied in the intervening year 
with many urgent tasks; consequently our 
new Agreement has not been placed before the 
National Assembly for ratification We are, 
of course, anxious not to add to the pre-occupa- 
tions of the Government, and in the circum- 
stances have naturally contented ourselves with 
seeing that the Ministers concerned are fully 
aware of the position 


With many natural and with a 
people of proved courage and tenacity, Turkey 
will certainly continue to progress, developing 
her production at home and increasing her 
trade abroad. To this end, the Ottoman Bank, 
with its widespread business relations and with 
the experience of nearly a century, will co 
operate to the full 


the Chairman 


we was able 


resources 


Our branches were most active, and 

the cotton market naturally 
responsibilities of our manage- 
our statt 


EGYPT 
tension in 
increased the 
and the 


the 
ment work of 
It is scarcely more than two years 
since we extended our activities to the Sudan, 
where we now have a satisfactory business 


SUDAN 


[SRAEL: Our overhead expenses in Israel 
are increasingly heavy, but our branches were 
able to hold their and maintain their 


services 


own 


Jorpan: Our branches continued to play 
an important part in the commercial life of 
the country, to enjoy a satisfactory share of 
its banking business, and to assist a number 
of-municipalities with their improvement and 
development schemes It was not an easy 
year, but it was a busy and encouraging one 

IRAQ: It was an eventful year for Iraq with 
considerable impact upon the economic life of 
the country. You will readily understand that 
the year not without difficulties for our 
branches 


was 


Cyprus: For Cyprus the year 1950 was, in 
the main, a peaceful and a prosperous one. 
frade was steady and the Government, whose 
finances at the end of the year showed a surplus, 


was able to make considerable headway with | 


its programme for irrigation and water supply, 
for power generation and for improved public 
health. It was an encouraging year for your 
Bank. Competition is keen, but an active 
policy has been pursued. 


Morocco: Last year I informed you of the 
opening of our branch in Casablanca. [ am 
glad to tell you that the results of the first 
eight months’ working have justified our hopes, 
Chere was a remarkable increase of business jn 
Morocco in 1950 in which vour branch took its 
full share 

[HE LEBANON: The year 1950 saw marked 
economic development in the Lebanon, from 
the point of view both of transit trade and of 
arbitrage. Beyrouth has become the centre 
of substantial dealings in gold and foreign 
exchange 

SyRIA: In Syria, an outstanding factor hag 
been the remarkable increase in the cotton 
harvest, compared with previous years. Esti- 
mates for the 1951 campaign exceed 100,000 
tons. 


Lonpown AND Paris: Our Paris and London 
offices have made every effort to facilitate and 
develop business with Turkey, with the Middle 
East and with the other countries within our 
sphere 


BALANCE SHEET 

The total shows an increase of 4 T 1,000,000 
over the previous year, and has reached a 
record figure of £77,000,000 On the liabilities 
side this increase is reflected almost entirely 
in the item ‘‘ Current deposit, and other 
accounts '’ and is due to a general expansion 
of business which is well spread over the 
countries in which we operate 


assets show a liquid position with 
and ‘‘ Money at call’ together up by 
y £5,000,000. Investments, which consist 
mainly of short-dated British Government 
securities, are down by £3,000,000, whilst 
employments in “ Bills Receivable” and 
Advances to customers '’ have increased by 
more than 48,000,000 


Our 
Cash 
nearly / 


The profit and loss account shows a result 
for the year of £320,474, as compared with 
£175,307 in 1949. Adding the remittances of 
profit of previous years of £151,559 and the 
balance brought forward from 1949, there isa 
total available of £510,880. 

From this amount we have increased the 
appropriation to ‘‘ Reserve for contingencies” 
to 4 Your general committee have 
thought this step desirable as part of a com 
sidered policy of building up the reserves of 
the bank. In these inflationary and uncertam 
days, and particularly for your bank, which 
operates in so many different countries, sucha 
policy is considered to be essential. 

The balance remaining therefore on profit 
and loss account is £260,886 and the committee 
propose that a dividend of 8s. per share be 
paid this year, absorbing £200,000 and leaving 
£60,886 to be carried forward into 1951. 


£250,000. 


The report was adopted. 











